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APPENDIX 68. 

Memorandum on “ The Responsibilities of the Secretary of State for 
India in Council in relation to Indian Finance, Exchange and 
Currency,” submitted by Mr. C. H. Kisch, C.B., Financial Secretary, 
India Office, and Mr. V. Dawson, C.I.E., Public and Judicial 
Department, India Office. 

In law the Secretary of State in Council- is responsible to Parliament for “all 
acts, operations and concerns which relate to the government or revenues of India, 
and all grants of salaries, gratuities and allowances, and all other payments and 
•charges, out of or on the revenues of India ” ; and he is consequently in possession 
of power to “ superintend, direct, and control ” those matters. (Government of India 
Act, section 2 (2).) 

2. This all-embracing power of superintendence, direction, and control has been, 
legally affected by the Act of 1919 only in relation to those provincial subjects which 
have been transferred to the control of Governors acting with Ministers. In respect of 
these subjects there has been a statutory divestment of the powers of superintendence, 
■direction, and control, which can now only be exercised in relation to transferred 
subjects for specified and strictly limited purposes. The provincial transferred 
subjects do not include Currency and Exchange, nor any matters connected therewith.. 
In respect of those two subjects, therefore, in common with all other central subjects 
and with all reserved provincial subjects, the Secretary of State remains in law 
ultimately responsible to Parliament for the policy pursued, and can compel the 
-Government of India to carry out any instructions or policy which he, acting on. 
behalf of His Majesty’s Government or Parliament, may lay down. (Government of 
India Act, sections 2 and 33 ) 

3. The Government of India Act contains no provisions relating specifically to 
Currency and Exchange, except in so far as the provisions of section 67 (2) affect 
these matters by reason of their inclusion in the comprehensive expression “ public 
•debt or public revenues of India ” contained in that subsection. Besides the general 
provisions already referred to, the Act defines the expression “ revenues of India,” 
enacts that these revenues “shall be applied for the purposes of the government of 
India alone,” specifying what some of those purposes are (section 20), requires the 
sanction of the Secretary of State in Council to all grants or appropriations of any 
part of them (section 21), provides (sections 23, 24, 25, 26, and 27) that all parts of 
-the revenues of India remitted to or accruing in the United Kingdom are to be paid 
.into the Bank of England on behalf of the Secretary of State in Council, and 
prescribes the procedure for drawing on the Bank of England, for audit of the Home 
Accounts and for an annual presentation of accounts to Parliament. 

4. The only other financial power of the Secretary of State in Council derived 
from statute law that needs to be considered in this connection is the power to raise 
loans in the United Kingdom. This function can be performed on behalf of the 
Government of India only by the Secretary of State in Council, and when performed 
is subject to the specific authority of Parliament ( see the series of East India Loans 
Acts) in each case — or rather each specific loan which is raised must be covered by 
the authority of Parliament conveyed by Act to raise a specified sum of money for a 
■specified purpose. The Stocks issued in pursuance of the East India Loans Acts 
■enjoy the status of Trustee securities, and the amount of such sterling securities, the 
capital and interest of which is charged on the revenues of India, is, at the present 
-titne, about £240,000,000. 

‘ 5. It should also be mentioned that the Secretary of State in Council is responsible ; 
for obligations incurred by way of the guarantee of certain securities issued by some . 
■of the Indian Railway Companies, pensions to retired officials,, &c. The due discharge 
■of these commitments has always led the Secretary of State to maintain a -close- 
interest in respect of all major questions of Indian finance, such as the budgetary , 
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arrangements of the Central Government, the capital programme of that Government, 
the exchange and the currency. As the Secretary of State is responsible for meeting- 
his obligations in this country, he has always recognised his responsibility for 
maintaining in this country adequate balances for the purpose. 

6. In terms the Local Government (Borrowing) Rules (vide pp. 263-4 of Rules 
under the Government of India Act) imply that it is open to a provincial Government, 
acting under section 30 (1a) of the Government of India Act, itself to raise loans 
outside India (and therefore presumably in the United Kingdom) if the sanction 
of the Secretary of State in Council is first obtained. But as the Secretary of State in 
Council himself cannot raise loans outside India without Parliamentary sanction (as. 
just explained), these rules are probably, by themselves, insufficient to enable a 
provincial Government to exercise this power. It will be observed that the rules in 
question give control over the borrowing in India by local Governments, but that this- 
control is in form vested in the Government of India, and not in the Secretary of State. 

7. The foregoing is a brief statement of the strict legal position as regards the- 
Secretary of State’s responsibilities for Indian finance, including currency and 
exchange, which can be still more briefly summarised by the statement that, subject to 
the approval of Parliament, on whose behalf he acts, his powers are unlimited, and 
that the Government of India are bound to carry out any instructions they may 
receive from him on the subject. But although the amending Act of 1919 made no- 
concrete change in this respect in the relations between the Secretary of State and the 
Government of India and in their respective powers and duties, account has to be- 
taken, in estimating the present character in practice of these relations, powers, and 
duties, of the general bearing of other provisions of the Government of India Act which 
were inserted in it by the Act of 1919, and of the policy underlying the latter Act. 

The general aim of the Act of 1919, as set out in the Preamble, was “ the gradual 
development by successive stages of self-governing institutions, with a view to the- 
progressive realisation of responsible government in British India as an integral part 
of the Empire.” One of the steps taken by the Act of 1919 towards the realisation of' 
this object was the creation, in association with the Central Executive Government, 
of a bicameral Legislature containing in respect of its lower chamber an overwhelming, 
and in respect of its upper chamber a small, majority of non-official elected members, 
and endowed with all the ordinary powers and attributes of a legislative body, 
including power to vote and withhold supply. It is true that the Act contains 
provisions (sections 67 (2) and (2a), 67a (3), (7) and (8), and 67b), which enable the- 
executive, notwithstanding an adverse vote, to make its decisions effective or which 
place limitations on the powers of the Legislature ; it is also true that the Joint 
Select Committee in their Report on the Bill of 1919 expressed the following opinion 
in respect of these powers : — 

“ It is not within the scope of the Bill to introduce at the present 
stage any measure of responsible government into the central administration, 
and a power must be reserved to the Governor-General in Council of treating- 
as sanctioned any expenditure which the Assembly may have refused to vote, 
if he considers the expenditure to be necessary for the fulfilment of his 
responsibilities for the good government of the country. It should be- 
understood from the beginning that this power of the Governor-General in 
Council is real, and that it is meant to be used if and when necessary.” 

At the same time it is obvious— and this the Joint Select Committee recognised 
in their important observations on clause 33 of the Bill (copy appended) — that the 
successful working of a transitional constitution such as that contained in the 
present Government of India Act cannot be looked for unless both parties to the- 
contract are prepared to co-operate in a spirit of give and take, and that, this involves 
on the part of the Government of India and of His Majesty’s Government a constant- 
endeavour to conform their policy, to the utmost extent which is compatible with 
their obligations and responsibilities for tne welfare of the country, to Indian public 
opinion as constitutionally expressed in the Legislature. The Joint Select Committee,, 
in their observations just referred to, endeavoured to secure these conditions by- 
suggesting the adoption of a convention of non-interference by the Secretary 
of State in certain defined circumstances. -The difficulty of reducing to rule of thumb 
the regulation of the relations between the Indian Legislature, the Government of 
India, and the Secretary of State, without at the same time impairing or destroying 
the legal responsibility which still exists on the part of Parliament for the good. 
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government of India, will be apparent ; but it may be said generally that since 
the passage of the Government of India Act in 1919 every endeavour has been made to 
bring the relations between the Secretary of State in Council on the one hand and the 
Government of India and the Central Legislature on the other into accord with 
the principles underlying the Joint Select Committee’s recommendation. How far the 
Secretary of State and the Government of Tndia would be prepared in any given case to 
surrender their judgment to that of the Indian Legislature in the event of difference of 
opinion must necessarily remain a question for decision on each case as it arises, with 
regard to its intrinsic importance, and to the nature and scope of its consequences to 
India itself, to the United Kingdom, to the Empire, and to foreign relations. And this 
is all that can be predicated in general terms of the attitude likely to be adopted by the 
•Secretary of State towards proposals ior changes in the policy regulating, ancl the 
methods of control over, Indian finance, currency and exchange, except to observe that 
certain changes in these matters might be of such a character as to alter materially, if 
adopted, the relationship between the Secretary of State and the Government of India, 
as defined in the Government of India Act. 


Extract from the Report of the Joint Select Committee of the House of Lords and 

the House of Commons appointed to consider the Government of India Bill. 

•:> 

Clause 33. — The Committee have given most careful consideration to the relations 
•of the Secretary of State with the Government of India, and through it with the 
provincial governments. In the relations of the Secretary of State with the Governor- 
General in Council the Committee are not of opinion that any statutory change can be 
made, so long as the Governor-General remains responsible to Parliament; but in 
practice the conventions which now govern these relations may wisely be modified to 
meet fresh circumstances caused by the creation of a Legislative Assembly with a 
large elected majority. In the exercise of his responsibility to Parliament, which he 
cannot delegate to anyone else, the Secretary of State may reasonably consider that 
only in exceptional circumstances should he be called upon to intervene in matters 
of purely Indian interest where the Government and the Legislature of India are 
in agreement. 

This examination of the general proposition leads inevitably to the consideration 
of one special case of non-intervention. Nothing is more likely to endanger the good 
relations between India and Great Britain than a belief that India’s fiscal policy is 
dictated from Whitehall in the interests of the trade of Great Britain. That such a 
belief exists at the moment there can be no doubt. That there ought to be no room 
for it in the future is equally clear. India’s position in the Imperial Conference 
opened the door to negotiation between India and the rest of the Empire, but 
negotiation without power to legislate is likely to remain ineffective. A satisfactory 
solution of the question can only be guaranteed by the grant of liberty to the 
Government of India to devise those tariff arrangements which seem best fitted 
to India’s needs as an integral portion of the British Empire. It cannot be 
guaranteed by statute without limitiug the ultimate power of Parliament to control 
the administration of India, and without limiting the power of veto which rests in the 
Crown ; and neither of these limitations finds a place in any of the Statutes in the 
British Empire. It can only therefore be assured by an acknowledgment of a 
convention. Whatever be the right fiscal policy for India, for the needs of ’ her 
consumers as well as for her manufacturers, it is quite clear that she should have the 
same liberty to consider her interests as Great Britain, Australia,' New Zealand, 
Canada and South Africa. In the opinion of the Committee, therefore, the Secretary 
of State should as far as possible avoid interference on this subject when the 
Government of India and its Legislature are in agreement, and they think that' his 
intervention, when it does take place, should be limited to safeguarding the 
international obligations of the Empire or any fiscal arrangements within the Empire 
to which His Majesty’s Government is a party. 

The relations of the Secretary of State and of the Government of India with 
provincial governments should, in the Committee’s judgment, be regulated by similar 
principles, so . far as the reserved subjects are concerned. It follows, therefore, that 
in purely provincial matters, which are reserved, where the provincial government 
and legislature are in agreement, their view should ordinarily be allowed to prevail, 
though it is necessary to bear in mind the fact that some reserved subjects do cover 
matters in which the central government is closely concerned. . Over transferred 
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• subjects, on the other hand, the control of the. Governor-General in Council, and thus 
•of the Secretary of State, should be restricted in future within the narrowest possible 
limits, which will be defined by rules under sub clause 3 of clause 1 of the Bill. 

Uules under this clause will be subsidiary legislation of sufficient moment to 
justify their being brought especially to the notice of Parliament. The Secretary of 
State might conveniently, discuss them with the Standing Committee whose creation 
has been recommended in this Report ; and Parliament would no doubt consider 
.the opinion of this body when the rules come, as it is proposed that they should 
do. for acceptance by positive resolution in both Houses. The same procedure is 
recommended by the Committee for adoption in the case of rules of special or novel 
importance under other clauses of the Bill. It must he for the Secretary of State to 
decide which of the many rules that will fall to be drafted by the Government ' of 
India can be sufficiently dealt with by the ordinary process of lying on the table of 
Parliament for a certain number of days. In deciding this point, however, he may 
naturally have recourse. to the advice of the Standing Committee, should it happen to 
be in session, and obtain their assistance in determining which rules deserve to be 
made the subject of the more formal procedure by positive resolution. 

* * ?* * « 


APPENDIX 69. 

Memorandum No. 1, on “Indian Currency Developments since 1920,” 
submitted by Mr. C. H. Kisch, C.B., Financial Secretary, India 
Office. 


1. The main facts of the Indian currency system as it existed before the war, and 
•the dislocation of the system arising out of the war are described in the Report of the 
Indian Exchange and Currency Committee, 1919 (the Babington-Smith Committee).® 
In order to bring the record up to date, it is proposed to review the main develop- 
ments of Indian currency policy since the date when this Report was presented. 


Report of 
Babington- 
Smith Com- 
mittee. 


2. The cardinal recommendations of the Babington-Smith Committee’s Report 
were : — 

(1) That the silver rupee, unchanged in weight and fineness, should remain' 
unlimited legal tender and should have a fixed exchange value, expressed 1 
in terms of gold at the rate of one rupee for 11*30016 grains of fine gold,, 
that is, one-tenth of the gold content of the sovereign. 

(2) That the sovereign, which had been rated by the Indian Coinage Act, 1906, 

at Rs. 15, should be a legal tender in India at the ratio of Rs. 10 to 


one sovereign. 


The principle of these recommendations was accepted by the Secretary of State 
■in Council, and, as a first step to giving effect to them, a notice was issued on 
2nd February 1920 by the Government of India, notifying the fixation of the- 
acquisition rate for gold imported into India, which had previously been subject to- 
variation from time to time ( vide para. 26 of Report), at Rs. 10 for each sovereign 
tendered for import, or one rupee for 11 ’30016 grains of fine gold. The text of this 
■notification and the announcement on general policy issued by the Secretary of State 
are attached to this memorandum (Appendix I). ' 

Prior to the issue of this announcement; the official rate of exchange, i.e., the 
rate at which the Secretary of State was prepared to sell Immediate Telegraphic 
•Transfers on India, was 2s. id., but, with’ the announcement of the adoption of the- 
Rise in ex- main • recommendation of the Currency Committee, exchange rose on 2nd February 
issne^of 0n ^ s * was about Id. below the theoretical parity of the 2s. gold rupee as 

Report. measured by the London-New York exchange. 


Economic ‘ 3, Economic conditions in 1919 were influenced . by the unusual circumstances 
•conditions, arising out of tjhe termination of the war. World prices ruled high and India was 
1919-20 : a ble to obtain good value for her exports, which were in keen demand. The sharp 

end of post- 

•war boom. ' * References in -this Memorandum' and in Memorandum No. 2 to the “ Report ” should, unless 

otherwise stated, be taken as referring to the Report of the Babington-Smith Committee. By the 
Report is meant the Report, of the majority of the Committee, which comprised all the members except 
Mr. (now Sir I).) Dalai. 
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advance of exchange had not apparently prejudiced Indian trade, and the year 1919-20 
recorded a favourable balance in respect of India’s private trade in merchandise of 
Rs. 122 crores — a record figure at the time (see statistics in Appendix II). 

Conditions changed entirely in the course of 1920, when it began to be realised 
that the boom in the previous year was based on unsubstantial foundations and 
measures were taken to arrest inflation. In November 1919 the Bank of England 
discount rate was raised to 6 per cent., and in April 1920 to 7 per cent., and about 
the same time the United States authorities brought the creation of credit within 
stricter contrul. The rise in prices was stayed and the slump, which reached such 
serious proportions later, began. 

India soon felt the change in economic conditions. The value of her exports Reversal of 
declined from Rs. 330 crores in 1919-20 to Rs. 258 crores in 1920-21. The stream normal 
of imports, on the contrary, increased in the same period from Rs. 208 crores to ^^ t trade 
Rs. 336 crores (see figures in Appendix II). This last tendency was to be expected, cnrren • 
as during the war India had been starved of her normal imports of manufactured 
goods, and the high exchange had acted as an incentive to the giving of large orders 
which were now in process of execution. These influences placed a heavy strain on 
xhe Indian exchange, which official policy was directed to maintaining at 2s. (gold). 

The difficulties were increased by the trend which tbe sterling-dollar exchange was 
now taking. When the Babington-Smith Committee’s Report was signed on 
22nd December 1919, the London-New York exchange, which had been “ unpegged ” 
in March 1919, stood at $3.80 per £, on which basis the sterling equivalent of the 
2s. gold rupee was 2s. 6|d. By 2nd February 1920, when effect was given to the 
main proposal of the Committee, the London-New York rate had dropped to $3.47-|- 
per £ and two days later to $3.25, residting in the theoretical parity of the rupee 
being almost 3s. 

4. The great prosperity which Indian trade had enjoyed during the war period 
had led to the accumulation of large profits which were waiting in India for a suitable 
opportunity for remittance to the United Kingdom. The decision of the Government 
regarding the future level of exchange had thus been awaited with much eagerness, 
and the announcement of Government’s decision, associated, as it turned out to be, 
with a weak sterling-dollar exchange and a correspondingly high sterling parity of 
the rupee, was the signal for a vigorous demand for homeward remittance. There Break in 
had been a certain demand for Reverse Councils (that is, drafts on London) in rupee ex- 
January 1920, when the official rate of exchange was 2s. 4dL, on the basis of which ciia,I1 £ e - 
rate drafts on London were sold by the Government of India to the amount of 
5,394,000/. The demand, however, became far more intense after the announcement 
of the new exchange policy. Government was in possession of large supplies of 
sterling, which it was prepared to use with the object of making the new exchange 
policy effective, and reverse drafts were sold weekly in India from 5th February 
1920 to 28th September 1920, up to a total amount approximately of 50,000,0002. 

But during this period the supply of exchange offered was not equal to the demand 
and the market rate for the rupee gradually fell away. During the earlier period 
when reverse drafts were being sold, the price was based on the theoretic 2s. gold 
parity for the rupee as measured by the sterling-dollar exchange, a basis that involved 
offers at a rate substantially in excess of 2s. sterling. For a considerable period 
the rate so fixed was higher than the current market rate, but later the attempt 
to hold the rate at 2s. gold was abandoned, and from 24th June 1920 the price of 
reverse drafts was based on 2s. sterling (see para. 2 of official announcement, 

Appendix HI). In September 1920 it was decided to suspend efforts to maintain the 
exchange value of the rupee by the sale of drafts on Ix>ndon (see Appendix IV), and 
from that time to the present date the sterling resources of Government have not been 
further drawn upon with this object. 

The decision of September 1920 signified the failure of Government to contract 
Indian currency to the extent required to maintain the exchange. This contraction to 
have been completely successful would have involved the reduction of the Indian 
price level in conformity with the fall in world prices. The requisite adjustment had 
now to be effected by the decline in the exchange value of the rupee. It is due to 
the Babington-Smith Committee to point out that the possibility of developments 
which might lead to the breakdown of the 2s. gold rupee was not unforeseen by 
them. In para. 51 of their Report the Committee, after expressing the view that a 
high exchange was not likely to inflict any permanent injury on Indian trade, noted 
that if contrary to their expectation a great and rapid fall in world prices were to 

B 
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take place, a new element of disturbance would be introduced, and that circumstances 
might arise which would endanger the maintenance of exchange at the level proposed. 
In that event the Committee recognised that it would be necessary to consider the 
whole problem afresh. The fall in prices in 1920, which occurred so soon after the 
issue of the Committee’s, Report, was the main cause for the. failure of their scheme 
for the Indian currency. 


Removal of 
control over 
private 
trade in 
precious 
metals. 


5. It will be convenient at this stage to refer to certain other developments of 
interest that took place in 1920. War conditions had led to a stringent control over 
the import and export of silver and gold to and from India, and one of the principal 
objects to be attained by the fixation of the rupee in terms of gold was to liberate the 
precious metals from official control. Restrictions on the private import of silver 
were withdrawn on 2nd February 1920, when the new exchange policy was announced. 
As regards export restrictions, the sale of Reverse Councils, coupled with the change 
in Indian' economic conditions, led to a return of rupees to Government, whose holding 
of silver coin rose from Rs. 29$ crores on 1st January 1920 to Rs. 37 crores on 
1st June 1920. Within the same period the metallic proportion of the currency note 
reserve rose from 45$ per cent, to 51 per cent. The convertibility of the note was 
thus again secure, and the decline of tension in the silver market, which was so 
pronounced a feature of the post-war boom, was shown by a fall in the New York 
price from 134$ cents per ounce in February 1920 to 9L cents per ounce on 30th June 
1920. Oircumstauces were thus favourable to the cancellation of the prohibition of 
private exports of silver, which was withdrawn on 3rd July 1920. 

The removal of the control over gold presented certain special difficulties. India 
had always been a large consumer of gold, and the practical cessation of imports 
during the war had led to the existence of a large premium on gold in India. On . 
31st January 1920, immediately before the decisions on the Babington-Smith 
Committee’s Report were announced, the price of gold in India stood at Rs. 27. 6 as. 
per tola or Rs. 17. 3 as. per sovereign. The legal rating of the sovereign still stood' 
at Rs. 15, but owing to the premium gold did not circulate as currency. The objective 
of Government was gradually to reduce the premium on gold in India by sales of 
bullion in the bazaar until the price of gold in India had been brought into conformity 
with the world price, and then to remove the embargo on import. 

The programme of gold sales lasted from September 1919 to September 1920, by 
which time gold equivalent to nearly £38f millions sovereigns was sold. When the 
sales were completed the price of the sovereign in India was just under Rs. 15, which 
represented the cost of importing a sovereign from this country. Actually it had 
been found possible to withdraw the restrictions on the private import of gold bullion 
in the course of June 1920, and the later sales were conducted with the object of 
ensuring that any outstanding demand should be satisfied without undue strain on the 
world market. Conditions did not, however, enable the Government of India to issue 
sovereigns in exchange for rupees. Sovereigns could clearly not he paid out by 
Government in exchange for Rs. 1 5, the then statutory ratio, seeing that this was 
about to be reduced to Rs. 10, which was already the formal acquisition rate. When, 


as explained below, the statutory rate was actually reduced to Rs. 10, issues by 
Government at this ratio could not he made as the market value of the sovereign was 

much in excess of the stalutoiy rate. As regards 

* The issne of gold by Government th fc of W ^ bazaar this ( ide 

for the encashment of notes was suspended « .1 1 • x a ., n A , 

in August 1914 (vide para. 10 of Report). p&r&. oo oi the Babingtou-btBith Committee s 

Report) was not prohibited during the war,® but 
the restrictions on the melting of current gold coin were removed in February 1920.| 


Indian Coin- 
age (Amend- 
ment) Act, 
1920. 

Indian 
Paper 
Currency 
(Amend- 
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1920. 


6. Of other positive measures taken in 1920, the passage of the Indian Coinage 
Amendment Act in September requires special notice. This Act, together with the 
corresponding amendment of the Paper Currency Act, gave formal effect to the 
change of ratio recommended by the Babington-Smith Committee. The sovereign 
became legal tender in India at Rs. 10, suitable arrangements having been made 
some weeks previously for the protection of Indian holders of coined gold who might 
otherwise have suffered by the change of rating. 

The Paper Currency Act provided as a temporary arrangement for an increase 
in the security portion of the reserve by the creation of ad hoe Indian Government 
securities to compensate for the decline in the rupee valuation of the gold and 
sterling assets, entailed by the change of ratio. The Act contemplated the gradual 

t See Appendix I, No. 2, para. 5. 
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reduction of the holding of the Government of India securities® to Rs. 20 crores, 
of which the created securities were not to exceed Rs. 12 crores. The profits on 
the Paper Currency were to be devoted to this purpose, and to accelerate the 1 
reduction of the ad hoc securities it was further arranged that the excess in the 
Gold Standard Reserve over 40,000,0002. should be utilised each year with the same 
object-t The Paper Currency Act, in addition to laying down special provisions' 
to govern the period in which the holding of the Government of India’s securities 
was being reduced to normal proportions, laid down permanent provisions for the 
constitution of the Paper Currency Reserve which were to be brought into effect 
on a day to be “appointed.” Owing, however, to the breakdown of the 2s., gold, 
rupee this day has not arrived and the Act will require revision to meet altered 
circumstances, when a new ratio for the rupee is established. 


7. While active measures to support exchange up to the new statutory level by 
the sale of reverse drafts were suspended in September 1920 no formal abandonment 
of that objective took place. As time advanced it came to be realised with increasing 
clearness that the 2s. gold rate, which might have been appropriate had world prices 
remained on the level of 1919, was likely to be unsuitable in the circumstances 
that arose after the general and heavy fall of prices that began in 1920. 
Though the economic tendencies that were operative during these years shattered 
the scheme of the Babington-Smith Committee, Government felt it incumbent upon 
itself to take such indirect measures as might tend towards checking the fall in 
exchange and as might create conditions favourable to its gradual recovery. The 
character of the measures taken, some of which would clearly have had to be taken 
in any event altogether apart from exchange considerations, may be briefly 
considered. 


8. The increase in the cost of administration in India, the Afghan War in 1919, 
and the breakdown of exchange produced heavy deficits in 
the budgets of the Government of India. For the five years 
ending 1922-23 the deficiency in the final accounts 
amounted to nearly Rs. 100 crores, as shown in the margin! 
These budget deficits entailed heavy borrowings in India 
and in London, a large increase of the floating debt, and a 
certain amount of currency inflation. It was the object of 

Government to get rid of the deficit as soon as possible, 

to reduce the floating debt, and to contract the inflated currency. 

By the exercise of stringent economy and the increase of taxation, combined 
with the effects of good monsoons and improving trade, budget equilibrium was 
restored in 1923-24, and has since been maintained. The issues of short-term 
Indian Treasury Bills to the public, which reached their maximum of Rs. 60f crores 
in May 1921, were entirely redeemed by July 1924. 



Rs. lakhs. 

1918-19 - 

5,73 

1919-20 - 

- 23,65 

1920-21 - 

- 26,01 

1921-22 - 

- 27.65 

1922-23 - 

- 15,02 

Total 

- 98,06 


9. As regards currency contraction, the tendency of Indian trade is to require 
in ordinary times substantial additions to the currency, and from the figures in 
Appendix V it will be seen that in the five years preceding the war the average 
annual absorption of currency was Rs. 22f crores. During the war and till the 
conclusion of the post-armistice boom, the increase was much greater ; and for the 
five years ending 1 919-20, excluding absorption of sovereigns, which cannot have 
circulated to any material extent as currency, the average annual absorption of 
currency was- Rs. 49| crores. The existence of budget deficits of a substantial 
amount clearly made cnrrency contraction a matter of unusual difficulty, but in the 
three years 1920-21, 1921-22 and 1922-23 Government was able to effect a 
reduction in the currency circulation amounting to Rs. 38|- crores. 

The measures that were taken to contract the currency made themselves felt in 
the Indian money market, especially during the busy season of 1923-24. This was 
a season of active trade following .a good monsoon, and the demand for money was 

* The Act prescribed Rs. 85 crores as the maximum for all permissible securities held in the 
Reserve, whether Government of India securities or otherwise, apart from the bills of exchange referred 
to in the footnote on page 4. By the Indian Paper Currency (Amendment) Act, 1925, the maximum 
fiduciary issue has been raised to Rs. 100 crores. See para. 11 below. 

T As regards the profits on the Paper Currency investments, the Act was subsequently amended to 
enable these profits to be credited to revenue, and they have actually not been used in any year for the 
cancellation of the ad hoc- securities in the Reserve. The excess over 40,000 ,000L in the Gold Standard 
'Reserve was so used in 1921-22 and 1922-23, after ’which date the interest on the investments in the 
Reserve has been credited to revenue. 


Exchange 
policy since 
1920. 
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Govern- 
ment 
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Currency 

restriction. 
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keen. Provisions existed in the Indian Paper Currency Act, as amended in 1923, * 
for interest-bearing advances to the Imperial Bank by Government up to Rs. 12 crores, 
and though full advantage was taken of these provisions a serious situation might 
have resulted had the Government of India not assisted the market by expanding 
the note issue to the extent of a further Rs. 12 crores against British Treasury bills 
earmarked to the reserve in London. Even so the Imperial Bank deemed it 
necessary to advance their rate of discount to 9 per cent, from February to April 
1924, a rate which had not been reached since the amalgamation of the three 
Presidency Banks in 1921. From the figures in Appendix VH, which show the 
position of the note issue from February 1920 to the present date, it will be observed 
that the Government securities in the reserve rose in the busy season of 1923-24 by 
Rs. 14 crores (of which Rs. 2 crores represented an exchange of sterling Treasury 
bills against gold), but the maximum amount of securities, viz., Rs. 71*5 crores, 
was substantially lower than the then legal limit of Rs. 85 crores. The object of 
restricting the increase was to avoid any risk of renewed inflation which might 
militate against the recovery of exchange, which was still below Is. 4 d. gold. 

10. Apart from the above measures, which must have contributed to check the 
weakening of exchange and to promote its recovery after the collapse in 1920, 
Government endeavoured, so far as it could, to avoid placing any positive strain on 
exchange in connection with the supply of funds for meeting the Horde charges. 
These charges, which amount to about 28,000,0001. (exclusive of capital charges) 
per year, were in the past mainly met by the sale of Council drafts! to banks' and 
other institutions which required rupees for the purpose of financing Indian trade. 
The sale of these drafts to the public was entirely suspended from January 1920, and 
it was not until January 1923, when the rupee exchange had recovered to Is. id. 
sterling, that Government again offered Council drafts for sale. During the' period of 
suspension the requirements of the Home Treasury were met mainly from the proceeds 
of recoveries from the Imperial Government in respect of expenditure incurred by the 
Government of India on their behalf and by sterling loans! of unprecedented amount. 

The date of the resumption of the sale of Council drafts is significant, as 1922-23 
marked the return of Indian trade towards more normal conditions. The extreme 
reaction from the boom conditions of 1919-20 largely spent itself, so far as India 
was concerned, in the years 1920-21 and 1921-22, when there were heavy adverse 
balances of trade. In 1922-23 the figures of the balance of private trade in 
merchandise and treasure showed a credit of nearly Rs. 30 crores in India’s favour. 
(See Appendix II.) This tendency has been confirmed in the two succeeding years. 
The Government have thus been able to effect extensive remittances from India to 
London for the purpose of meeting the Home charges, and it has not been found 
necessary to float any loan in the United Kingdom since May 1923, all Home charges, 
both on revenue and capital account, having been defrayed from funds drawn from 
India with the addition of certain small receipts that accrue on this side. 

11. The monsoon of 1924 was a satisfactory one, and when the busy season opened 
that year there was considerable expectation that the experience of 1923-24 would 
be repeated, and that high money rates would in due course rule in the Indian 
market. This view derived support from the cash ratio of the Imperial Bank, whose 
discount rate rose to 6 per cent, on 16th October 1924, some six weeks before the 
corresponding event -occurred in the preceding year. To mitigate the adverse effects 
on trade that might ensue from the persistence of unduly high money rates for an 
excessive period, the Secretary of State and the Government of India agreed on a 
policy of replenishing with fresh issues of currency the cash balance of the Imperial 
Bank, with a view to preventing it falling below a reasonable figure. The standard 
tentatively adopted for this purpose was that the Bank’s cash resources should not be 
allowed to fall materially below Rs. 15 crores before March 1925 or below Rs. 12 crores 

* The Babington- Smith Committee recommended that, to meet the seasonal demand for currency 
In India, powers should be taken which would enable notes to be issued against commercial bills up to % 
limit of Rs. 5 crores. This additional cuirency was to be issuable in the form of loans to the Imperial 
Bank on the collateral secnrity of the bills and was to carry interest at 8 per cent. In 1923 the limit 
was raised from Rs. 5 to Rs. 12 crores, and certain changes have been made as regards the rate of 
interest to be charged. At present Rs. 4 crores may be issned at 6 per cent, and Rs. 8 crores at 7 per 
cent., subject to the whole outstanding advance carrying interest at the minimnra of bank rate. 

t This method has now been supplemented, and, for the time being, has been largely superseded 
by the purchase of sterling in India by the Government of India. 

X Sterling loans have been issued in London by the Secretary of State as follows : 1 7. 500, 000 Z. in 
1921-22 ; 32,500,0002. in 1922—23 ; and 20,000,0002. in 1923—24. T^o sterling loan has been issued since 
May 1923. 
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in the later part of the busy season. As regards active exchange operations, the policy 
of the previous busy season was followed, namely, that advantage should be taken of 
a firm or rising exchange to effect the remittances required for the immediate and 
prospective needs of the Home Treasury, sterling exchange being bought od an 
abundant scale with a view to checking any unduly rapid appreciation of the rupee, 
and operations being avoided when the market was weak. 

During September 1924 exchange rose from about Is. 5 \d. to about Is. 5f d., and 
■early in October Is. 6-f^d., then equivalent to about Is. 4fd. gold, was touched, 
despite heavy remittance operations by Government. 

The position indicated by this sharp upward movement in the exchange formed 
the subject of anxious consideration between the Government of India and the 
Secretary of State, as the result of which it was decided that, without making any 
public announcement of policy, efforts should be made to prevent exchange from 
breaking away materially above Is. 6 d. for the time being, any tendency of exchange 
to rise appreciably above this figure being counteracted by free offerings of rupees. 

In pursuance of this policy, remittances from India to the Home Treasury were 
■effected in the latter half of 1924-25 by the purchase of sterling in India and the sale 
■of Council drafts in London to the amount of 21,864,536Z. at rates varying between 
Is. o^d. and Is. 6 fad., the last remittance in the financial year being made on 
10th March 1925, after which date exchange declined for a period somewhat below Is. 6cZ. 

During the same period the note issue was expanded to the extent of Rs. 8 crores 
against internal bills of exchange and Rs. 6 crores against British Treasury bills. In 
order to remove anxiety, and to provide ample margin for possible expansion, the 
maximum limit of the fiduciary issue was raised by the Indian Paper Currency 
‘(Amendment) Act, 1925, from Rs. 85 to Rs. 100 crores, but it has not been found 
necessary to have recourse yet to these additional powers.'* 

The demand for money was not as keen during the busy season of 1924-25 as in 
the preceding year, and the Imperial Bank did not raise their rate of discount above 
7 per cent., as compared with 9 per cent, the year before. The comparative ease with 
which the monetary needs of the season were met is in part to be explained by the 
fact that, owing to the large net imports of bullion (especially gold, of which nearly • 

Rs. 50 crores were imported in the half-year ending March 1925), the visible balance . 

■of trade in favo.ur of India was substantially lower in 1924-25 than in 1923-24. 

Further, as explained above, the policy of the Imperial Bank was no doubt influenced 
by the knowledge that the Government of India were anxious to avoid a recurrence 
■ of the extreme stringency of the previous year, and were prepared to co-operate with 
them to this end. 

As regards 1925-26 (to date) there has been no material departure from the policy 1926-26. 
adopted in 1924-25 as regards the exchange. After consideration of all the relevant 
- conditions, the Secretary of State and the Government of India agreed that it was 
undesirable that exchange should be permitted, for the time being at any rate, to 
rise materially above Is. fid. From April to September 1925 remittances have been 
■effected by Government to the amount of 20,548,0001. at rates varying from Is. 6 d. to 
Is. 6y\d. for telegraphic transfers. During this period the balance of private trade 
in commodities and treasure has continued strongly in India’s favour, the figures for 
April — August (see Appendix II) showing a credit of nearly Rs. 49 crores. 

12. The reflection of the collapse of trade in 1920 and the subsequent gradual Prices and 
improvement on the course of Indian internal prices and the rupee exchange may now exchange. 

' be considered. 

The following table exhibits the movements in the Indian wholesale price level 
since the pre-war period, in comparison with the corresponding changes in the 
wholesale price levels of the United Kingdom and United States of America. The 
table also shows, in the penultimate column, the average sterling-rupee exchange 
in recent years, and as, after the unpegging of the London-New York exchange 
in 1919, sterling depreciated substantially in terms of gold, figures are given in the 
final column showing the gold equivalent of the rupee after allowance is made for the 
• discount on sterling. 

* This increase in the permissible fiduciary issue -was coupled with a proviso that the value o£ the 
^created securities in the Reserve should not exceed Rs, 50 crores. 



448 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 



Index numbers of wholesale prices. 
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- 
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- 
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158 
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- 
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Discontinued on 
reversion of U.EL 
to gold standard. 


* This index is based on the prices in July 1914 (100), and is constructed by obtaining the 
arithmetic average of the ratios of the individual prices of 16 groups of 45 articles. The index is not 
weighted except in a crude way by allowing two or more quotations for certain important commodities,. 
73 quotations being taken in all. 

T The rates for the years 1913 to 1918 represent the average rates of exchange obtained by the 
Secretary of State for sales of Bills and Telegraphic Transfers on India ; from 1919 onwards the rates- 
represent the daily average for each year of the market Telegraphic Transfer selling rates in Calcutta 
on London. 


In para. 49 of their Report the Babiugton-Smith Committee referred to the 
effect of the rise in the rupee exchange on the Indian price-level, and observed that,, 
though it was impossible to estimate in precise terms the influence of the rise in 
exchange on Indian prices, they did not doubt that “ iu accordance with accepted 
economic theory Indian prices would, but for the rise, in exchange, have been still 
further enhanced.” 

It will be noted from the above table that in 3920 the average of the United: 
Kingdom price-level was practically 200 per cent, above the pre-war figure. During* 
the same period the level of Indian prices had risen by only 100 per cent. Without 
postulating any precise equilibrium in the movement of British and Indian prices, it 
may be assumed that the difference between the above figures was, as suggested by 
the Babiugton-Smith Committee, to a substantial extent accounted for by the rise in- 
the rupee-sterling exchange, of which the average in 3920 was 2s. as compared with 
Is. 4 d. before the war. 

From 1920 to 1921 gold prices as measured by the United States index declined 
_ by 35 per cent., and sterling prices according to the Statist index by 38 per cent., or, 

‘ if this movement is considered from another angle, gold recovered 43 per cent, and' 
sterling 32 per cent, of the loss in purchasing power suffered since the outbreak of 
war. Economic events moved somewhat differently in India. From 1920 to 1921 the- 
Indian price-level fell only about 11 per cent., that is, the rupee failed to retain the- 
full relative advantage in respect of purchasing power which it had established with 
reference to gold and sterling during the great rise in world-prices that occurred* 
towards the close of the war and in the post-armistice period. 

The circumstances that led to the breakdown of the policy aiming at a 
stabilisation of the rupee at 2s. gold have been discussed in paragraphs 3 and 4. At this- 
stage it seems sufficient to observe that the contraction of currency, which would have- 
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been required to induce a movement in the Indian price-level conforming to that 
occurring in gold and sterling prices, would have been a hazardous undertaking, 
which might, have brought untoward consequences to the Government of India and 
to Indian trade. The fact, however, that the Indian price-level did not conform to 
the movement in gold and sterling prices was naturally reflected in the decline of the 
rupee exchange. 

After 1921 gold prices, it will be observed from the figures in Appendix VI 
relating to price movements in the United States of America, rose slightly in 1922 
and 1923 taken as a whole. During this period until the middle of 1923 sterling 
prices were inclined to fall, but the difference in tendency is largely accounted 
for by the fact that the sterling value of gold was improving during this period, 
the averages for the dollar-sterling exchange in the years 1920, 1921, 1922, and 1923, 
being $3 . 66, $3 . 85, $4 . 43 and $4.57 respectively. In 1924 sterling prices rose again, 
-and there was a slight reaction from the previous rise in the United States index. It 
will be observed from the monthly figures and diagram in Appendix VI that 
after the decline in Indian prices in 1921 the movement in the Indian price- 
level in the years 1922-24 was slight, and there was greater price stability 
in India than either in the United States of America or the United Kingdom. 
Here, again, the explanation may be found to some extent, at any rate, in the 
movement of the Indian exchange. The average rates for the rupee-sterling exchange 
in the four years 1921, 1922, 1923 and 1924 were 1 s. 4 J 2 d., Is. 3£f d., Is. 4 -fad. and 
Is. b^-d., respectively, the corresponding gold values for the rupee in these years being 
about Is. Ofd., Is. 2-^d., Is. 3Jd., and Is. 3§-|d. At the end of April 1924 — that is, at 
the close of the busy season — the sterling-rupee exchange stood at Is. 4§§ d., equivalent 
to Is. 3 gold. Various influences, such as the gradual improvement of trade and 
the restriction of currency, to which reference has already been made, undoubtedly 
•contributed to the progressive improvement in the exchange value of the rupee, but 
it is worth noting that this result was the natural concomitant of the relative 
stabilisation of the Indian price-level during a period in which gold and sterling prices 
had shown a tendency to rise. During 1925 the sterling and rupee indices show 
a declining trend without any marked disproportion in the movement for the first 
eight months of the year. During this period the rupee exchange has continued 
firm with a rising tendency. 

While it is not suggested that any positive inferences can be drawn from the 
index numbers referred to in this note, the figures are of interest as conforming, 
when considered in their broad aspect, to the view that movements in the rupee 
exchange have a more or less definite relation to movements in world-prices. The 
collapse in world-prices in 1920 contributed to the heavy fall in the rupee exchange, 
and the subsequent partial recovery in world-prices has been a substantial factor 
' in promoting the rise in exchange from the low level of 1921. 

The bearing of the relation between prices and exchange on the question of the 
rating of the rupee will be further considered in a subsequent paper. 


Appendix I. 

Announcements issued in connection with the Report of the 
Committee on Indian Exchange and Currency, 1919. 

No. 1. 

Announcement by the Secretary of State for India, published 

on 2nd February 1920."* 

The Secretary of State in Council has considered, in consultation with the 
Government of India, the Majority and Minority Reports received from the Committee 
appointed by him, under the chairmanship of Sir Henry Babington-Smith, to advise 
on the subject of Indian Exchange and Currency. The Majority Report, which is 
signed by the Chairman and all the members of the Committee except Mr. D. M. Dalai, 
states as its objects the restoration of a stable and automatic system and the 
maintenance of the convertibility of the note issue. 

* This announcement was also issued in India on 2nd February 1920 as Finance Department 
Notification No. 369 h\ 
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The fundamental recommendations of the Report are as follows : — 

(а) that the present rupee, unchanged in weight and fineness, should remain. 

unlimited legal tender ; 

(б) that the rupee should have a fixed exchange value, and that this exchange 

value should be expressed in terms of gold at the rate of one rupee for 
11 ‘30016 grains of fiue gold, that is, one-tenth of the gold content of the 
sovereign ; 

(c) that the sovereign, which is now rated by law at Rs. 15, should be made a 
legal tender in India at the revised ratio of Rs. 10 to one sovereign ; 

(cl) that the import and export of gold to and from India should be free from 
Government control, as soon as the change in the statutory ratio has been 
effected, and that the gold mint at Bombay should be open for the coinage 
into sovereigns of gold tendered by the public ; 

(e) that the notification of the Government undertaking to give rupees for 
sovereigns should be withdrawn ; 

(/) that the prohibition on the private import and export of silver should be 
removed in due course, and that the import duty on silver should be repealed 
unless the fiscal position demands its retention. 

These recommendations develop, with the necessary modifications required by 
altered circumstances, the principles on which the Indian currency system was 
established before the war, and are accepted by the Secretary of State in Council 
as expressing the goal towards which Indian currency policy should now be directed. 

Under the conditions existing prior to the war sterling and gold were identical 
standards. The existing disparity has made a choice between these standards 
necessary, and the Committee’s recommendation is in favour of placing the rupee on 
a gold basis. 

In recommending a rate, namely, that above menwned, for the exc hang e value 
of the rupee, the Chairman and majority have taken account of the high range of 
silver prices, and of the importance of safeguarding the convertibility of the Indian 
note issue by providing so far as possible that the token character of the rupee shall 
be restored and maintained, i.e., that the Indian Government may be in a position 
to buy silver for coinage into rupees without loss. They were also impressed by the 
serious economic and political risks attendant on a further expansion of Indian prices 
such as must be anticipated from the adoption of a low rate. 

The arguments advanced in favour of a gold basis and a high rate of exchange 
, appear to the Secretary of State in Council to be conclusive, and he has decided to 
take the necessary steps to give immediate effect to the recommendations on these 
points. Accordingly the Government of India have to-day announced that the rate 
which they will pay for gold tendered to them under the Gold Import Act by private 
importers will henceforth be fixed at one rupee for 11 ‘30016 grains of fine gold, 
that is 10 rupees for the gold content of the sovereign. The consequential changes- 
in the regulations relating to the sale of Council Drafts by the Secretary of State- 
in Council and Reverse Councils by the Government of India will be notified! 
separately. 

The question of the internal ratio presents t special difficulties. The Committee- 
recommend the maintenance of gold on a legal* tender footing, especially in view of 
possible difficulties in obtaining adequate supplies of silver. A fixed ratio must, 
therefore be established between the rupee and gold as used in the internal 
circulation, either one sovereign for Rs. 15 as at present or one sovereign for Rs. 10 
in correspondence with the new exchange ratio. The former alternative would 
give the sovereign the status of an overvalued token coin, necessitate permanent 
control over the import of sovereigns and make an open gold mint impossible. The* 
Secretary of State in Council agrees with the Committee that such conditions ought 
not to be contemplated as a permanent arrangement. On the other hand, the lower 
-ratio cannot be effectively introduced while a great disparity continues to exist 
between- the commercial price of gold in India and the intended Indian Mint par of' 
one sovereign for Rs. 10. 

Present conditions are the product of the war, and in some sense artificial.. 
They cannot be immediately remedied without the risk of shock to the economic- 
and monetary system in India and of reactions elsewhere to which India cannot in 
her own interests be indifferent ; a gradual process of rectification and adjustment 
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to new conditions is required. For some time past action has been take'n in India 
to reduce the premium on gold by regular Government sales of bullion to the public, 
and this measure' will be further developed. It may be expected that in this way 
a natural adjustment may be effected and the path to legislation cleared. 

The Socretary of State has decided therefore, (1) that the import of gold shall 
continue, for the present, to. be controlled by licence under the Gold Import Act 
with a fixed acquisition rate as mentioned above, (2) that meanwhile periodical sales 
of gold bullion to the public shall continue, and (3) that as a provisional measure 
during the transitional period the sovereign shall remain a legal tender at the present 
ratio of its. 15. 

In arriving at these decisions the Secretary of State in Council has not failed 
to give, careful consideration to the Minority Report signed by Mr. D. M. Dalai. 
Mr. Dalai’s main object is the effective restoration and maintenance of the ratio of 
Rs. 15 to one sovereign as a measure both of the exchange and the circulating value 
of the rupee. In order to secure this he relies upon freedom for the melting and 
export of rupees and corresponding freedom for the import of gold. To meet the 
possible resulting shortage of silver coin- he recommends that as long as the New 
York price of silver remains above 92 cents Government should coin 2-rupee silver 
coins of reduced fineness, the coinage of rupees of present weight and fineness 
being meanwhile suspended and only resumed when the price of silver falls to the 
figure named. He also recommends that sterling drafts on the Secretary of State 
should be sold only at Is. 3ffd. 

The Secretary of State in Council is satisfied that this programme could not 
be adopted without untoward consequences. The heavy exports of silver coin . to be 
anticipated under the scheme must threaten not only the whole silver circulation 
but also the Government’s reserve of silver coin, and entail the gravest risk of incon- 
vertibility of the Government’s note issue. The demand for the gold required pari 
passu to- make this deficiency good must greatly aggravate any strain there may be on 
the gold stocks of the world when, freedom of import is restored. Nor is it safe to 
assume that these difficulties could be met by issuing new silver coins of . inferior 
fineness ; the evidence against the acceptability of inferior substitutes for the 
present rupee has impressed the majority, and their recommendation on this head is 
accepted by the Secretary of State as decisive. • Mr. Dalai’s recommendation in 
regard to the rate for sterling drafts, if adopted, must produce an immediate crash 
in exchange, bringing unmerited disaster to those who have reasonably relied on 
some continuity of policy. The. only cover which , his scheme affords is the export 
of the country’s circulating currency. In any case, even if a return to the pre-war 
level of exchange could be accomplished without shock to trade or risk to the 
currency system, it would lay India open to a further serious inflation of prices, 
while the Majority’s recommendations would tend towards a reduction of the general 
price level in India. 

Both during and since the war Indian currency and exchange have presented 
problems previously unanticipated and more perplexing than any encountered since 
the decision to close the Mints in 1893. But the Secretary of State in Council is 
satisfied that the decisions reached promise an eventual solution, and he desires to 
express his acknowledgments to the Committee and their Chairman for the ability 
and thoroughness with which they have explored the issues and framed their 
recommendations. 


No. 2. 

Announcement dated 2nd February 1920 issued by the Government of India.® 

The acquisition rate for gold imported under licence into India, which has hitherto 
.been subject to variation notified from time to time, has now, in accordance with the 
Secretary of State for India’s separate announcement, published to-day relating to the 
recommendations of the Indian Currency Committee, been fixed, and the following 
.fixed rates will apply to transactions on and after Monday, 2nd February,' namely, 
Rs. 10 for each sovereign tendered for import, or one rupee for 11*30016 grains df 
fine gold. 

* The first two paragraphs of the above An aounceinent were also issued iu Loudon on 2nd Feb. 1920. 

O 
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, 2. Council drafts will continue to be. offered at, the Secretary; of State’ 1 !: discretion 

fqr weekly saie at tlje Bank of England by competitive tender. The rate for deferred 
telegraphic transfers and bills will, until further . notice, rank for- allotment with 
tenders at T ^th of a penny higher for immediate telegraphic transfers. No announcer, 
ment will be made of the minimum rate at which tenders, will he accepted, and the 
Secretary of State for India in Council reserves the right of rejecting !the whole or 
part of any tender. In accordance with the Committee’s , recommendations, the 
Government of India will, when occasion requires,’ offer for sale' stated weekly amounts 
of sterling reverse drafts on the Secretary of , State for India (including immediate 
telegraphic transfers). 

The rates for immediate telegraphic transfers on London will be announced on 
each occasion by the Controller of Currency, and will be : based on the sterling 
equivalent of the price of 11 ‘30016 grains fine gold; as measured by the prevailing 
sterling-dollar exchange, less a deduction representing the charges of remitting gold. 
The rate for deferred drafts on London will, until further' notice, be /gth of a penny 
higher than the immediate rate as at present. ' 

3. The Finance Department Notification No. 4071,° dated the lith September 
1897, providing for the issue of rupees at the reserve treasuries - in Calcutta, Madras, 
and Bombay, in exchange for sovereigns and half-sovereigns at the rate of Rs. 15 and 
Rs. respectively, is cancelled. Notification No. 6908a., dated the 11th December 
1906,' regarding the receipt of sovereigns and half-sovereigns at the mints, is also 
cancelled. 

4. The existing prohibition on the import of silver is cancelled, and the import 
duty of four annas an ounce is abolished. The prohibition on the export of silver 
remains. 

5. The Notifications under the Defence of India Act ^'prohibiting the use of gold 
and silver coin otherwise than as currency, or dealing therein at a premium, are 
cancelled. 

* See Appendix below. 


Appendix to above. 

(а) Notification of the Government of India, No. 4071 (Finance and Commerce), 

dated 11th September 1897. 

In continuation of the notifications No. 2662, No. 2663, and No. 2664, dated 26th June 1893, the 
Governor- General in Council hereby notifies for public information that from and after the date of this 
notification, sovereigns and half-sovereigns of current weight coined at any authorised Royal Mint in 
England or Australia will be received at the Reserve Treasuries at Calcutta, Madras, and Bombay, and 
rupees will be issued in exchange therefor, the sovereign and half-sovereign being taken as the equivalent 
of 15 rupees and of seven rupees eight annas respectively. 

(б) Notification of the Government of India, No. 6908a, dated 11th December 1906. 

Receipt by the Mints of Calcutta and Bombay of Sovereigns and Saif- Sovereigns only . 

In supersession of the notifications by the Government of India in the Financ ia l Department 
No. 2662, dated the 26th June 1893, and No, 3218a. dated the 14th July 1899, which are hereby 
cancelled, the Governor- General in Council is pleased to direct that, with effect from 1st April 1907, 
gold buUion and gold coins, other than sovereigns and half-sovereigns, will not be received by the Mint 
Masters of the Calcutta and the Bombay Mints. 

(c) The Defence of India (Consolidation) Rules, 1915. 

21a. No person shall melt, break up, or use otherwise than as currency, any current gold or silver 

coin. 

21c. No person* shall sell br purchase op offer to sell or purchase any coin for an amount exceeding 
the face value of such coin, or shall accept or offer to accept any such coin in payment of a debt or 
'Otherwise for an amount exceeding its face value. 

* , Explanation.— For the purposes of this rule, the face value of a sovereign shall be deemed to be 

Rs. 15, and the face value of other gold coins described in section II of the Indian Coinage Act, 1906, 
shall be the corresponding proportion of Rs. 15. 
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, Appendix IT. 

Sea-borne Trade of British India on Private Account, 

1911-12 to 1923-24. 


■— 'T'i — 

Merchandise. 


Treasure. 

ft 

Balance of 
trade in 
merchandise 
and treasure. 
Net imports 
(— ) or net 
exports. 


Rates of exchange. 

. Year. • 

Imports. 

Exports. 

Net im- 
ports ( — ) 
or net 
exports. 

Imports. 

Exports. 

Net im- 
ports ( — ) 
or net 
exports. 



Calcutta on 
London 
! T.T. selling 
(daily 
average) . 

Average rate 
obtained for 
CounciL drafts 
and purchases 
of sterling. 

1911-12 , - 

Rs. Iks. 

Rs. Iks. 

Rs, Iks. 

Rs. Iks. 

Rs. Iks. 

Rs. Iks. 

Rs. Iks. 

s . 

d. 

s. 

d . 

1,38,57 

2,27,85 

89,28 

53,42 

10,36 

-43,06 

46,22 

V 



1 

4-083 

1912-13 - 

1,61,00 

2,46,09 

85,09 

51,20 

7,05 

-44,15 

40,94 



i 

4-058 

1913-14 - 

J/,83,25 

2,48,88 

65,63 

36,62 

' 7,05 

—29,57 

36,06 




1 

4-070 

1914-15 - 

1,37,9.3 

1,81,59 

•' 43,66 

21,77 

•3,30 

— 18,47 

2b, 19 


- ■— 

i 

4-004 

1915-16 - 

1,31,99 

1,97,46 • 

65,47 

11,86 

' 7,43 

— 4,43 

' 61,04 


- 

i 

4*088 

1916-17 - 

1,49,64 

• 2,45,22 

95,58 

14,90 

4,9.4 

— 9,96 

. 85,62 


_ 

1 

4-148 

1917-18 - 

1,50,43 

2,42,56 

92,13 

26,05 

5,43 

— 20,62 

. 71,51 


, - 

1 

4-534 

1918-19 - 

1,69,03 

2,53,88 

84,85 

1,22 

2,69 

'1,47 

86,32 


. . 

i 

5-548 

1919-20 - 

-2; 07, 97 

8,30,06 • 

1,22,09 

11,12 

7,52 

—3,60 

1,18,49 

1 

11-878 

1 

9-691 

1920-21 - 

3,35,60 

2,58,17 

—77,43 

23,42 

25,80 

2,38 

—75,05 

1 

8-657 

2 

2 1 042t 

1921-22 - 

2,66,35 

2,45,44 

—90,91 

31,15 

18,99 

-12,16 1 

\ — 33,07 

1 

3-849 

1 

3-9653: 

1922-23S - 

2,24,31 

3,14,33 

90,02 

63,04* 

• 2,78* 

- 60,26 

29,76 

1 

3-734 

1 

4-200 

1923-24 - 

2,17,03 

3,61,91 

1,44,88 

52,20* 

3,55* 

-48,65 

96,23 

1 

4-460 

1 

4-632 

1924-25 - 

2,43,18 

3.98,36 

1,55,18 

99,03* 

4,91* 

-94.12 

61,06 

1 

51 

1 

5 " 661. 

1925-26 
(5 months) 

$9,68 

1,58,13 

6S,45 

20,62* 

1,06* 

-19,56 

48,89 

1 

6" 

1 

6-075 


* Currency Notes are included from April 1922. + Reverse Councils. 

X Daily average for London T.T.’s on Calcutta. § From 1922-23 the value of railway materials imported 

direct by State Railways working under Company management have been excluded. 


Appendix HI. 

Indian Currency and Exchange. 

The following announcement has been issued to-day by the Government of 
India : — 

Removal of Restrictions on Imports of Gf-old into India and Rates for Reverse Drafts. 

_ The Government of India and the Secretary of State have been in communication 
during the last few weeks regarding tlxe action to be taken in view of the recent 
market rates of exchange, which have now not only departed from the parity of gold, 
but have, through lack of support from the export market, fallen below the parity of 
2s. which will ultimately hold when gold and sterling return, to parity. The effective 
and pennanent. solution of this question cannot be dissociated from the policy to he 
adopted in regard to gold. The Government of India are glad to announce that as 
from 21st June' the restrictions over the irhpoft of gold bullion and foreign coin will 
be removed. Moreover, the Governof-G-eneral is issuing an Ordinance declaring that 
sovereigns and half-sovereigns will cease until further .notice to he legal tender, 
though they will be received by Government at the present ratio of Rs- 15 during a 
moratorium of 21 days from this date, that is to say, up to 12th July. On the expiry 
of the moratorium, the restrictions over the import of British gold* coin will' also be 
withdrawn. At the forthcoming session of the Legislative Council the Government.' 
of India propose to submit a Bill prescribing the new ratio of one sovereign = Rs: 10, 
at which the' sovereign wilL become again legal tender. These measures, which are' 
in accordance with the Recommendations of the Indian Currency Committee, have 
been rendered specially urgent by the illicit importation of sovereigns, which are’ 
smuggled across the' land frontier of British India for encashment at Government 
Treasuries and currency offices. 

2. The Government of India announce that, having regard to the fall in the 
market rate of sterling, the rates for Reverse Councils at the sale of 24th June and at 
subsequent sales will be per rupee Is. ll£f d. for Immediates and Is. ll|£d. for 
JDeferreds, these being the rates which will ultimately hold when sterling once more 
returns to par with gold. At these rates 1,000,0001. will be sold ‘oh the 24th instant, 
and weekly till further notice. 
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The following Ordinance has been issued to-day by the Government of India : — 

An Ordinance to deal with certain Gold Coin. 

Whereas an emergency has arisen which makes it expedient to declare that gold 
coin referred to in section 11 of the Indian Coinage Act of 1906** shall cease to be 
legal tender and to make other provision in this connection : Now therefore in exercise 
of the power conferred by section 72 of the Government of India Act, 1915, the 
Governor-General in Council is pleased to make and promulgate the following 
Ordinance : — 

Ordinance No. 3 of 1920. 

Section 1. This Ordinance may be called the Gold Ordinance, 1920. 

Section 2. Notwithstanding anything contained in section 11 of the Indian 
Coinage Act, 1906, the gold coin referred to in that section shall cease to be legal 
tender in payment or on account, provided that if any person within 21 days from 
the commencement of this Ordinance tenders any such coins at an office of a circle 
of issue established under section 5 of the Indian Paper Currency Act, 1910, he shall 
be entitled on demand to receive currency notes of the denominational values 
prescribed under that Act in exchange therefor at the rate of 15 rupees for one 
sovereign. 

Section 3. In determining for purposes of the Indian Paper Currency Act, 
19 10, the value of sovereigns and half-sovereigns held in the reserve, such sovereigns 
and half-sovereigns shall be valued at the rate of 15 rupees for one sovereign. 

India Office, 

21st June 1920. 

Section 11 of Indian Coinage Act, 1906 : — 

“ Gold coins, whether coined at His Majesty’s Royal Mint in England or at any Mint established in 
pursuance of a Proclamation of His Majesty as a branch of His Majesty’s Royal Mint shall he a legal 
tender in payment or on account at the rate of 15 rupees for one sovereign : 

“ Provided that such coins have not been called in by any Proclamation made in purs uan ce of the 
Coinage Act, 1870, or have not lost weight so as to he of less weight than that for the time being 
prescribed for like coins or under the said Statute as the least current weight.” 


Appendix IV. 

Suspension of Sale of Reverse Drafts by the Government of India. 

The following announcement has been made in India : — 

The Government of India have been in continuous communication during the 
past few months with the Secretary of State on the subject of the sale of Reverse 
Council Bills. Since, the 1st February the note circulation has been reduced from 
185 crores to 15S crores on the 15th September, and this material contraction of 
currency has to a large extent been rendered possible by the maintenance of the 
weekly offer to sell sterling drafts on London. The effect which might have been 
anticipated on the exchange value of the rupee by reason of the withdrawal of this 
substantial amount of currency has, however, been obscured by various causes, 
including the stagnation in the export trade and the abnormal activity in the imports 
into India of foreign goods. An opportunity for reconsidering the whole question has 
presented itself on the passing into law at the recent session of the Legislative Council 
of the Indian Coinage Act, rating the sovereign at Rs. 10, and the Government of 
India have accordingly, with the approval of the Secretary of State, decided after the 
sale of 28th September to withdraw for the present and until further notice the 
present weekly offer of sterling drafts on London. The Government of India, however 
reserve to themselves the right of resuming these sales should circumstances in their 
opinion at any time subsequently render such resumption expedient, 

India Offioe, 

. 28th September 1920. 
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Appendix V. 

Absorption of the various forms of currency during the five years 
preceding the war and the eleven subsequent years. 


(In lakhs of Rupees.) 


•j 

Year. i 

Rupees. 

1 

Notes.t 

i 

Total. 

Sovereigns 
and half- 
sovereigns. 

Grand 

total. 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

13,22 

3,34 

11.50 

10,49 

5,32 

5,03 ! 
19 

4,44 ! 

2,71 

2,65 

18,25 

3,53 

15,94 

13,20 

7,97 

4,31 

2,15 

13,33 

16,65 

18,11 

22,56 

5,68 

29,27 

29,85 

26,08 

Total for 5 years 1909-10 
to 1913-14 

43,87 

j 

15,02 | 

i 

1 

58,89 

54,55 

1,13,44 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 
.1924-25 

- 6,70 

10,40 

33,81 

27,86 

45,02 

20,09 

- 25,68 

- 10,46 

- 9,56 

7,62 

3,65 

- 6,01 

9,23 

13,89 

17,22 

49.29 

20,20 

- 5,90 

9,35 

3,87 

7,96 

- 2,51 

- 12,71 

19,63 

47,70 

45,08 

94,31 

40,29 

— 31,58 

- 1,11 

- 5.69 

15;58 

1,14 

8.43 

29 

3,18 

14,26 

5,81* 

- 3,32 

- 4,38 

2,78 

9.43 
6,74 

14,53 

- 4,28 

19,92 

50,88 

59,34 

1,00.12 

36,97 

- 35,96 

1,67 

3,74 

22,32 

15,67 

Total for 11 years 1914-15 
to 1924-25 

96,05 

1,16,59 

2,12,64 

57,75 

2,70,39 


Sovereigns have been valued at Rs. 15 = 1Z in the above table. 


* Includes 60 on account of gold mohurs. 

+ These figures are based on the active note circulation, which does not include notes held in 
* Government Treasuries and by the Imperial Bank. 


Appendix VI. 


Index Numbers of Wholesale Prices based on 100 in 1913. 


Month. 

3922. 

1923. 

1924. 

Calcutta. 

U.E. 

Statist. 

U.S.A. 
Labor 
Bureau . 

* 

Calcutta. 

U.K. 

Statist. 

U.S.A. 

Labor 

Bureau. 

Calcutta. 

U.K. 

Statist. 

U.S.A. 
Labor 
Bureau . 

-January - 


178 

156 

138 

179 

153 

156 

172 

161 

151 

February 

- 

179 

156 

141 

180 

155 

157 

178 

163 

152 



182 

157 

142 

181 

156 

159 

179 

161 

150 


n 

182 

159 

143 

178 

' 158 

159 

174 

161 

148 


m 

187 

159 

148 

177 

156 

156 

176 

161 

147 

June 

_ 

183 

160 

150 

175 

150 

153 

176 

Bl 

145 

-July 

- 

181 

158 

155 


147 

151 

179 

| 

147 

August - 

- 

178 

1'53 

155 

171 

147 

150 

180 

B9 


September 

- 

176 

151 

153 

174 

150 

154 

179 

166 

149 

•October - 

- 

177 

153 

154 

174 

150 

153 

181 


152 

November 

- 

178 

154 

156 

177 

156 

152 

180 

171 

153 

December 

*• 

176 

152 

156 

179 

157 

151 

176 

174 

157 


* July 1914 = 100. 
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Appendix VII. 


Note Circulation and Currency Reserve from 1920. 





Gold coin and 
bullion.* 

Silver coin and 
bullion. 

Total 

Per cent, 
of Metallic 

Securities.^ 

Total 

securities. 

Bills of 

Total 

Reserve 

(excluding 

Hundis). 

Date. 


Gross note 

circulation. 

In India. 

Out 

of 

India. 

In India. 

Out 

of 

India. 

Metallic 

Reserve. 

Reserve to 
Total 
Reserve 
(excluding 
Hundis). 

Govern- 
ment 
of India. 

British 

Govern- 

ment. 

ex- 

change 

(Hun- 

dis). 

1920. 


Rs. 

lakhs. 

Rs. 

lakhs. 

Rs. 

lakhs. 

Rs. 

lakhs. 

Rs. 

•lakhs. 

Rs. 

lakhs. 

Per 

cent. 

Rs. 

lakbs. 

Rs. 

lakhs. 

Rs. 

lakhs. 

Rs. 

lakhs. 

Rs. 

lakhs. 

Jan. 31 - 

_ 

185,15 

35,10 

11,62 

40,33 

— 

87,05 

47-0 

15,60 

82,50 

98,10 

— 

186,15 

Feb. 29 - 

_ 

183|03 

4lj30 

4,65 

38,98 

— 

84,93 

46*4 

15,60 

82,50 

98,10 

— 

183,03 

March* 31 - 

_ 

174,52 

44,36 

3,45 

39,85 

— 

87,66 

50*2 

19,59 

67,27 

86,86 

— 

, 174,52 

April 30 - 

_ 

170J4 

45,38 

95 

39,37 

— 

85,70 

50*2 

23,77 

31,18 

61,27 

85,04 

— 

170,74 

May 31 - 

_ 

' 166^92 

42,86 

74 

41,37 

— 

84,97 

50*9 

50,77 

81,95 

— 

• 166,92 

June 30 - 

_ 

, 164,34 

43,48 

2,49 

45,55 

— 

91,52 

55*7 

35,55 

37,27 

72,82 

— 

164,34 

July 31 - 


: 163^87 

44,62 

— 

50,36 

— 

94,98 

57-9 

40,62 

■ 28,27 

68,89 

— 

163,87 

163,27 

Aug. 31 - 

_ 

163,27 

39,12 

— 

55,29 

— 

94,41 

57-8 

■ 47,33 

21,53 

68,86 

— 

Sept. 30 - 

- 

157,63 

36,15 

— 

58,06 

— 

94,21 

59*8 

• 47,14 

16,28 

63,42 

— 

■ 157,63 

Oct. 31 - 

_ 

159,58 

23,75 

— 

59,41 

— 

83,10 

52*1 

68,i >7 

8,35 

76,42 

76,42 

— 

159,58 

Nov. 30 - 

_ 

160,21 

23,86 

— 

59,93 

— 

83,79 

52-3 

68,07 

8,35 

— 

160,21 

Dec. 31 - 

_ 

161,40 

23,89 

— 

61,09 

— 

84,98 

52-6 

68,07 

8,35 

76,42 

— 

161,40 

1921. 

Jan. 31 


163,41 

24,00 


62,99 


86,99 

53*2 

68,07 

8,35 

76,42 

_ 

163,41 

Feb., 28 - 

_ 

164,60 

24,06 

— 

64,12 

— 

88,18 

53*6 

68,07 

8,85 

76,42 

— 

164,60 - 

March 31 - 

_ 

166,16 

24,17 

— 

65,57 

. — 

89.74 

54*0 

68,07 

68,06 

8,35 

76,42 

— 

166,16 

April 30 - 

_ 

167,32 

24,26 

— 

66,65 

— 

90,91 

54-3 

8,35 

76,41 

— 

1.67,32 

167,80 

May 31 - 

_ 

167,80 

24,30 

- — 

67,16 

— 

91,46 

54-5 

67,99 

8,35 

76,34 

— 

June 30 - 

_ 

171,76 

24,35 

— 

71,07 

' — 

95,42 

55*5 

67,99 

8,35 

76,34 

— 

171,76 

July 31, - 

> 

175,56 

24,35 

— 

74,81 

— 

99,16 

56*5 

68,05 

8,35 

76,40 

— 

176,56 

Aug. 31 - 


17.6,02 

24,35. 

— 

76,40 

’ — 

100,75 

57-2 

66,92 

8,35 

75,27 

— 

176,02 

Sept. 30 - 

_ 

178,37 

24,34 

— 

78,76 

— 

103,10 

57*8 

66,92 

8,35 

75,27 

— 

178,37 

Oct. 31 - 


179,71 

24,34 

— 

79,96 

— 

104,30 

58*0 

67,06 

8,35 

75,41 

— ■ 

179,71 

Nov. 30 - 

_ 

173,48 

24,33 

— 

78,41 

— 

102,74 

59*2 

64,40 

6,31 

70,74 

— 

173,48 

Dec. 31 

. 

172,53 

24,32 

— 

73,97 

— 

98,29 

• 57-0 

68,40 

5,84 

-74,24 

— 

172,53 • 

1922. 

Jan. 31 


174,40 

24,32 


74,84 


' 99,16 

56*8 

69,39 

5,85 

75,24 


, 174,40 

Feb. 28. - 

_ 

173,87 

24,32 

— 

76,27 

— 

100,59 

57*9 

67,43 

" 5,85 
- 5,84 

73,28 

70,92 

— 

■ 173,87 

March* 31 - 

_ 

174,76 ' 

24,32 

— 

77,5*2 

. — 

'101,84 

59*0 

65,03 

2,00 

172,76 ■ 

April 30 - 
May 31 - 

_ 

171,76 

24,32 

— 

76,51 

— 

100,83 

58*7 

65,09 

5,84 

70,93 

— 

171,76 

_ 

172,39 

24,32 

— 

77,06 

' — 

101,38 

58*8 

65,17 

5,84 

71,01 

— 

172,39 

June 30 - 

. 

176;01 

24,32 

— 

80,73 

— 

105,05 

59*7 

65,12 

5,84 

70,96 



176,01 

July 31 - 

- 

180,41 

24,32 

— 

85,09 

— 

109,41 

60*6 

«5,15 
- 63,78 

5,85 

71,00 

— 

180,41 

Aug. 31 - 

. 

182,26 

24,32 

— 

88,32 

— 

112,64 

61*8 

5,84 

(19,62. 

— 

182,26 ■ 

Sept. 30 - 

- 

180,76 

24,32 

— 

89,67 


113,99 

63*1 

60,92 

5,85 

60,77 

— 

180,76 • 

Oct. 31 - 

- 

179,63 

■ 24,32 

— 

' 91,10 

-0- 1 

115,42 

, 64*2 

58,37 

5,84 

, 64,21 

— 

179,63 

Nov. 30 - 

- 

177,30 

24,32 

— 

89,72 

— 

114,04 

64*3 

57,42 

5,84 

63,26 

— 

177,30 • 

Dec. 31 - 

- 

174,18 

24,32 

— 

86,60 

— 

110,92 

63*7 

57,42 

5,84 

63,26 



174,18 

1923. 

Jan. 31 - 


172,65 

24,32 


85,06 


109,38 

63*4 

57,43 

5.84 

5.85 

63,27 


172,65. 

Feb. 28 - 

- 

173,89 

24,32 

— 

86,29 

— 

110,61 

63*6 

57,43 

63,28 

— 

173,89 

March 31 - 

- 

' 174,70 

24,32 

— 

87,06 

• — 

1X1,88 

63*7 

57,48 

5,84 

63,32 

— •' 

174,70' 

April 30 - 
May 31 - 

- 

173,37 

24,32 

— 

83,65 

— 

107,97 

63*0 

57,55 

5,85 

63,40 

2,00 

171,37 

- 

171,23 

24,32 

— 

83,57 

— 

107,89 

63*0 

57,50 

5,84 

63,34 


171,23 

J une 30 - 

- 

173,61 

24,32 

— 

85,95 

— 

110,27 

63*5 

57,50 

5,84 

63,34 

— 

173,61 

July 31 - 

- 

175,72 

24,32 

— 

90,04 

— 

114,36 

65-1 

57,51 

3,85 

61,36 

— 

175,72 

Aug. 31 - 

- 

176,30 

24,32 

— 

94,47 ' 

— 

118,79 

67*4 

57,51 

— 

57,51 

— 

176,30 

Sept. 30 - 

- 

179,29 

24,32 

— 

97,49 

— 

121,81 

68*0 

57,48 

— 

57,48 



179,29' 

Oct. 31 - 

- 

180,82 

24,32 

— 

99,02 

— 

123,34 

68*2 

57,48 

— 

57,48 

— 

180,82 

Nov. 30 - 

- 

178,30 

22,32 

— 

95,50 

— . 

1 17,82 

’ 66*1 

57,48 

3,00 

60,48 



178,30 

Dec. 31 

- 

183,41 

22,82 

— 

86,6 1 

— 

108,93 

62*1 

57,48 

9,00 

66,48 

8,00 

175,41 

1924. 

Jan, 31 


i 184,02 

22,32 

_ 

82,18 


104,50 

59*4 

57,52 

14,00 

71,52 

8,00 

176,02 

Feb. 29 - 

- 

• 186,19 

22,32 

— 

80,84 

— 

102,66 

58*9 

. 57,53 

14,00 

71,53 

12,00 

174,19’ 

March 31 - 

* 

185,85 

22,32 

— 

80,00 

— 

102,32 

58*9 

57,53 

14,00 

71,53 

12,00 

173,85 

April 30 - 

- 

181,33 

22,32 

— 

77,49 

— 

99,81- 

• 58*3 

57,53 

13,99 

71,52 

10,00 

171,33 

May 31 - 

- 

174,51 

22,32 

— 

76,66 

— 

98,98 

58*0 

57,53 

14,00 

13,99 

71,53 

4,00 

170,61 

June 30. - 

- 

172,49 

22,32 

— 

78,65 

— 

100,97 

58*5 

57,53 

71,52 

172,49 

July 31- - 

- 

176,24 

22,32 

— 

82,57 

— 

‘ 104,89 

59*1 

57,35 

14,00 

71,35 



176,24 

Aug. 31 - 

- 

178,13 

"22,82* 

— 

84,48 

— 

106,80 

59*9 

57,33 

14,00 

71,33 



. 178,13 

Sept. 30 - 

- 

179,25 

22,32 

— 

85,62 

— 

107,94 

60*2 

57,31 

14,00 

71,31 



179,25- 

Oct. 31 

- 

180,98 

22,32 

— 

86,53 

— 

108,85 

60*1 

57,13 

15,00 

72,18 

. 

180,98 

Nov. 30 - 

- 

180,06 

22,32 

— 

84,62 

J— 

106,94 

59*4 

57,13 

15,99 

73,12 

- 

180,06- 

Dec. 31 

- 

179,21 

22,32 

— 

80,76 

— 

103,08 

58*2 

57,13 

17,00 

74,13 

2,00 

177,21 

1925. 

Jan. Si - 


- 181,11 

22,32 


77,67 


99,99 

56*5 

57,12 

20,00 

77,12 

4,00 

i ’ 

177,11 

Feb. 28 - 

- 

383,72 

22,32 

— 

76,28 

— 

98,60 

53 6 

57,12 

20,00 

77,12 

8,00 

175,72’ 

March 1 31 - 

’ - 

184,19 

22,32 

— 

76,75 

— 

99,07 

53*8 

57,12 

20,00 

77,12 

8,00 

176,19' 

April 30 - 

- 

J.79,61 

>22,32 

— 

74,17 

73,75 

— 

96,49 

55*6 

57,12 

20,00 

77,12 

6,00 

173,61 

May 31 - 

- 

173,23 

* 22,32 

— 

— 

96,07 

55*5 

57.16 

20,00 

77,16 



173,23 

June 30 - 

- 

* 178,25 

‘ 22,32 

— 

78,75 

— 

101,07 

56*7 

- 57118 

20,00 

■77,18 

* 

178,25 

,'July 31* • - 

- 

184,30 

22,32 

— 

84,80 

— 

107,12 

58*1 

* 67,18 

20,00 

77,18 



184,30 

Aug. 3b . - 

- 

188,21 

22,32 

— 

88,78 ■ 

— 

111,10 

59*1 

57,11 

20,00 

77,11 



188,21 

Sspt. 30 - 


189,51 

22,32 


90,09 

- 

112,41 

59*3 

57,11 

19,99 

77,10 

— 

189,51 


* With effect from 1st October 1920, the G-old and Sterling Securities in the Paper Currency Reserve, previously valued at 
3EU. 15 = 1 l, y were re-valued at Rs. 10 = 1Z., in accordance with the provisions of the Paper Currency (Amendment) Act, 1920* 
xhe resulting deficiency in the Reserve was made up by the addition of ad hoc India Treasury Bills. 
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Memorandum No. 2, on “ Some Considerations affecting the Stabili- 
sation of the Rupee-Sterling Exchange,” submitted by Mr. C. H. 

Kisch, C.B., Financial Secretary, India Office. 

After the breakdown of the 2s. gold rupee it was always taken for granted. 
that conditions would, in due course, arise in which it would be expedient • and 
necessary to attempt again a permanent solution of the Indian exchange problem. 
The main questions that now have to be decided are : — 

(a) whether the time is now ripe for this attempt, and 

(&) if so, what should be the basis of the new exchange ratio ? 

2. As regards (a), account has to be taken both of local and international factors. 
The historical note previously circulated has already touched upon the principal 
•considerations that appear relevant to this issue. These appear to be as follows : — 

(a) The Indian budget is a balanced budget, aud, barring any unforeseen 
•calamities, such as war or famine on a large scale, the capacity of the Government of 
India to maintain budget equilibrium in the future may be assumed. 1 

(b) The Floating Debt, in the form of Treasury Bills, which at one time threatened 
to reach dangerous proportions, has now been extinguished, and the danger of the 
•Government being compelled to resort to inflation on this account has disappeared; 
There is indeed a considerable volume of short-term debt maturing in the next few 
years (vide figures in Appendix I), but the credit of the Government of India is such 
that there should be no insuperable difficulty in renewing the debt on maturity by 
•conversion operations supplemented as necessary by fresh borrowing. 

(o) The stabilisation of the Indian exchange pre-supposes a substantial export 
surplus, which has to provide the amount required for meeting the home charges, 
now amounting to about 28,000,0001. on revenue account, plus any sterling 
■capital expenditure not met by borrowing in the United Kingdom. In the five 
wears before the war the visible balance of trade in merchandise and precious metals 
averaged Rs. 42 '2 crores annually in India’s favour. In 1923-24 and 1924-25 the 
• corresponding figures were Rs. 9b '2 crores and Rs. 61 T crores. Assuming that no 
serious or sudden disturbance of world values is to be apprehended, India should be 
in- a position to maintain a substantial export surplus in the future as in the past, 
though not necessarily as large as in the last two years. This remark has 
reference to the normal tendency- of Indian trade over an extended period, 
and does not mean that 1 occasions may not arise, especially in the event of 
monsoon failures, when the balance of trade may be temporarily adverse. Such a 
situation, if exhibited in a tendency of exchange to weaken below the gold export 
parity, called for definite action under the exchange system as in force before the 
war, and has to be taken into account in the formulation of any new policy (see (d) 
below). 

In this connection it may be of interest to refer to certain statistics of Indian 
trade and price indices. For the five years before the war the average annual 
■value of the private import and export trade in goods to and from India was 
Rs: 146 crores and Rs. 224 crores respectively. The corresponding figures in the- 
years 1923-24 and 1924-25 were (imports) Rs. 217 crores and Rs. 243 crores,. 
and (exports) Rs. 362 crores and Rs. 398 crores respectively. Allowing for the 
increase in import prices of 80 per cent, aud 100 per cent, in each of the last- 
mentioned- years above the pre-war figure, and about 45 per cent.® in the export 
values in each of the years- concerned, the corresponding valuations on the basis of 
pre-war prices would be (imports) Rs. 121 crores and Rs. 122 crores, and (exports) 
Rs. 250 crores and Rs. 275 crores respectively. It would seem reasonable to expect 
that, if and when prices in the chief manufacturing countries fall, the volume of 
imports into India should increase. 

*- *- The percentages Here used are based on figures taken from ‘‘Index Numbers of Indian Prices, 

1861-1918” (with Addenda), published by the Department of* Statistics, India. (See Appendix II.) " 
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Although, the satisfactory character of t.he Indian export trade is brought out by the* 
above figures, it is natural to enquire, with reference to the movement of exchange, 
whether Indian prices stand in the same relation to world prices as they did before 
the war. 

The Calcutta index number, which is believed to be the most reliable of the Indian 
•general index numbers, is based on the prices of a number of individual articles, 
including for this purpose import and export articles. On the basis of the latest 
available figures (August 1925), as compared with 100 pre-war (vide Appendix II), the 
Calcutta general index number stood at 157 as compared with the Statist index 
number for the United Kingdom of 158 and the United States (Labour Bureau) index 
number of 160. These figures tempt the inference that Indian and world prices have 
now much the same relation as before the war. But it has to be remembered that 
the pre-war rupee exchange stood at Is. 4 d. and the rupee-dollar exchange at 32£ cents 
as compared with approximately Is. 6 d. and 36f cents, respectively, last August. 
Allowing for the variation in exchange, it is necessary to raise the Indian index by 
one-eighth to find the comparative gold price index for India corresponding to the' 
Statist figure, and the Indiau figure of 157 would rise to 177 as compared with the 
Statist index of 158. This might , suggest that the present level of Indian prices is 
too high or that the exchange is higher than price parities would warrant. On the 
other hand, apart from the difficulties inherent in the interpretation of index numbers,, 
there seems to be no convincing reason for assuming that the ratio between Indian 
and United Kingdom prices will necessarily he the same in the future as before the- 
war. The course of events has been different in the two countries and allowance 
must be made for the heavy general tariff which is now in force in India. Further, 
there is at present a striking disparity between the index numbers for Indian export 
and import articles, which last July stood at 142 and 191, respectively. The height 
of this last figure, which owing to the rise in exchange underrates the increase, no 
doubt largely explains the relatively low imports into India at the present time. But 
allowing for the rise in exchange from Is. 4ci to Is. 6cZ., the export index of 
142 corresponds closely with the Statist July number 158. Thus on the basis of 
the Indian export index there would seem to be no material disparity between the 
present and pre-war relations of British prices generally and the prices of Indian 
exports. 

While it is difficult to, dravv any precise practical conclusions from this suryev of 
recent index numbers, it may perhaps be said that they in a sense elucidate "the- 
tendencies of Indian trade as exhibited in the actual statistics of exports' and imports.. 

(d) The stabilisation of the rupee-sterling exchange postulates that the Govern- 
ment should be able to provide rupees without limit at the ratio established, and that 
it should have the . means of drawing off redundant local currency, should this be 
required, at any 1 time. As regards the supply of rupees, the maintenance of the 
1*. 4cZ. exchange was, if convertibility was not to be sacrificed, rendered impossible 
in the course of the war by the great rise in the price of silver. With silver at 
about’ 42 d. per standard ounce the cost of a rupee (including minting charges) is. 
about Is. 4 d. With exchange at Is. Qd. the price of silver would have to rise to 
47 d. per standard ounce before the actual cost of the purrency unit would amount to 
exchange value. If the exchange were at Is. 8 d. or 2s. the corresponding figures 
would be about 53d. and 63d. per standard ounce. Since the restoration of the gold 
standard in the United Kingdom, the price of silver in London has ranged between 
31 -j^d. and 33 per standard ounce. 

As regards the reserves available to enable the Government to offer .international 
exchange against payment of local currency, the position is as follows. The Gold 
Standard Reserve, which is invested in' sterling, securities, mostly' with short-term 
maturity, amounts to 40,000,00()Z., the actual constitution on 30th 'September 1925- 
being as shown in Appendix III. Under existing orders the reserve will not increase 
beyond this figure. In addition to this reserve, which hap been specifically built up 
for the support of exchange, 20,000,000?. British Treasury Bills are at present held in 

London on account of the Paper Currency 
* £“!^ ste 1 L^ orrowillg powers 011 Reserve, and 'there is also held in India 
■ For* productive purposes, 64,000,000*. £22* 3 million in gold' lo which recourse 

For general purposes, 1 8, 049, 186 z. could be had if necessary. There are large 

outstanding borrowing powers^ in the hands 
of the Secretary of State, and recourse to the London market remains open for 
Strengthening the resources of the Secretary of State whenever required. 
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The question of the adequacy or otherwise of the Gold Standard Reserve will, 
doubtless, engage the attention of the Committee, but at present it may suffice to 
state that the amount of the reserve may be compared with 26,000, OOOZ. which is the 
maximum figure held in it before the war. Moreover, at no time before the war did 
the amount held in the Gold Standard Reserve and the Paper Currency Reserve on 
this side together exceed 31,000,0007.” 

In 1919 the late Sir Lionel Abrahams inclined to the view that 25,0OO,O0OZ. 

(Vide Question 5626, Babington- ™ mlc } an adequate ‘ holding in the Gold 
Smith Committee.) Standard Reserve, but held that no final decision 

should be taken until economic conditions 
had returned to greater normality. Sir Henry Howard, who was at one time 
. r ., . .. n ~ . Financial Secretary to the Government of India, 

Appendix* I, BabSrt^-Smit^Committee.) held tliat tlie aim should be to build the reserve 

up to not less than 40,G00,000Z., which is the 
actual figure at the present time. He considered that after this total had been 
reached half of the subsequent accretions might profitably be diverted to capital, 
expenditure, and that after 50,000,000z. had been reached all the receipts accruing 
to the reserve might be so utilised. 


In Memorandum No. 1 it was explained that the average annual absorption of 
currency by India in the five years preceding the war was about 23 crores. In 
the eleven abnormal years 1914-15 to 1924-25 the average absorption was about 
Rs. 25 crores. What the future normal figure is likely to be cannot be foreseen. 
But assuming that it will be in the neighbourhood of Rs. 25 crores, it will be 
observed that a Gold Standard Reserve of 40,000,0007. represents a power of 
contracting the currency at an exchange of Is. fi d. to the extent of approximately 
Rs. 53 crores. that is, about two years’ normal absorption. Past experience suggests 
that, except in quite abnormal circumstances, this amount of currency contraction 
would be much in excess of what the market could stand without producing grave 
stringency, and that a much smaller amount of contraction should suffice to bring 
about the readjustment of credit and prices required to re-establish the exchange 
value of the rupee should this at any time threaten to fall away. At the same 
time account must be taken of the fact that normality in world conditions has not 
yet been established, and though it would possibly suffice to maintain a reserve of 
25,000,0007. or thereabouts with the view to redress a weakening of exchange 
due to a temporary adverse trade balance, it is difficult to assess the strain that 
might be placed on the reserve if a prolonged period of steadily falling gold prices 
set in, and the Secretary of State was obliged by adverse financial conditions to draw 
heavily on the reserve for financing his requirements. Moreover, it is undesirable to 
reduce the sterling reserves to a figure which might not leave a sufficient margin 
for safety or might give rise to undue alarm or nervousness on the part of the 
public. The Babington-Smith Committee, agreeing in this respect with the 
Chamberlain Commission of 1913-14, held in 1919 that no limit could at that time 
be fixed to the amount up to which the Gold Standard Reserves should be 
accumulated from the profits of coinage. They considered that the settlement of 
this matter should await the return of normal conditions. 


Since the date of the Babington-Smith Committee experience sheds little light 
regarding the amount at which the Gold Standard Reserve should be maintained. 
The sterling reserves of the Secretary of State have only once been called into play 
since the date of that Report, that is in 1920, when, as explained in Memorandum No. 1, 
an attempt was made to support exchange at 2s. gold, and, later, at 2s. sterling. 
The catastrophic fall in prices rendered the attempt abortive, but the fact that 
55,000,000Z. was expended in a vain attempt to support exchange in exceptional 
conditions is no evidence that the existing reserves are insufficient having regard to 
any normal contingency that may properly be provided for. It may perhaps be 
urged that reserves in London aggregating £60,000,000 (£40,000,000 in the Gold 
Standard Reserve and £20,000,000 in the Paper Currency Reserve, irrespective of 
Currency Reserve gold in India) represent an excessive holding. But there is force 
in the view that before reducing the size of the Gold Standard Reserve experience of 


* This figure may be compared with the reserves held abroad by Japan. “It has been the practice, 
since Japan first adopted the gold standard, to keep a considerable specie reserve in New York and 
London. Since January 1923 the total sum so kept has diminished noticeably. In 1921 the amount 
was over 1,000 million yen, but in March 1924 the amount had dwindled down to 403 million yen.” — The 
Economic Review, 14th November 1924 (1,000 million yen = at par of exchange about 1 00, 000, OOOZ.) . 

D 
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the working of a re-established exchange system over a series of years should be 
awaited', and in such a matter, where there is clearly scope for difference of opinion, 
tjie magnitude of the issues suggests that less harm is to be apprehended from 
maintaining the reserve at a high figure than from reducing it to what might prove 
an inadequate or inconvenient level. In dealing with this question itis necessary,, of 
course, to have regard to the rate of exchange that it may be desired to establish in- 
the future, and in formulating a line of policy as regards the Gold Standard Reserve 
it might be well to consider whether it would be desirable to regulate its growth with 
reference to the holding of sterling and gold in the Paper Currency Reserve. 

(e) The re-establishment of the gold standard in the United Kingdom has 
removed one of the main difficulties that faced the Babington-Smith Committee in 
1919. The experience of the period immediately following the issue of the Report 
showed the danger of attempting to fix the exchange value of the rupee while 
sterling was divorced from gold, and it has been generally recognised, since the 
breakdown of the Babington-Smith Committee’s scheme, that it would be desirable 
to wait for the return of the gold standard in the United Kingdom before a further 
attempt' was made to stabilise the rupee exchange. 

3. The question, whether the time is opportune for bringing to an end the 
period of instability of the rupee exchange, involves consideration of the prospects 
of world price movements in the period ahead. In Memorandum No. 1 already 
referred to it has been shown that the rise in the rupee exchange in 1922-24 
played an important part in securing relative price stability for India at a time 
when world prices were rising. The arguments in favour of regulating currency 
policy with a view primarily to securing price stability have been much debated 
in the Press and elsewhere, and undoubtedly there would be certain advantages 
in applying such a policy to India, where conditions are in some respects favourable 
for this treatment of the question ; but as the United Kingdom, the sterling- 
using Dominions and other important European countries, have rejected the 
idea of basing their currency policy on internal prices and have elected to revert 
to the gold standard, it is scarcely a practical issue to consider a different course in 
the case of India. Further, Indian trade and finance are closely bound up with 
sterling, and there will be great and manifest advantages to Government and trade in 
re-establishing an effective fixed parity between the rupee and the pound now that 
the United Kingdom has reverted to the gold standard. Moreover, in such a matter 
it is necessary to pay great weight to sentiment, and there is no doubt that Indian 
economic and political sentiment is strongly in favour of a reversion to gold as soon 
as possible. It would seem, therefore, that the only justification for not bringing the 
Indian currency into. line with the policy of the Uuited Kingdom and the Dominions 
would have to be founded on an anticipation of an early or substantial change in the 
level of world prices, which might make it desirable to postpone for a further period 
the actual decision as to the rating of the rupee. The point desei-ves careful attention, 
as if the element of elasticity at present inherent in the regulation of the rupee 
exchange is once surrendered by linking the rupee to gold at a new parity, it would 
scarcely be possible to recover it, except in the deplorable event of a breakdown of 
the new ratio. 

4. If any substantial rise in world prices is to be apprehended at an early date, the 
ratio of the rupee in terms of gold, determined in the light of existing factors, might' 
prove lower than would be expedient. On the other hand, if any substantial fall in 
world prices is likely, the ratio, determined in the light of existing factors, might 
prove higher than would be conducive to India’s economic interests in the long run, 
or might even conceivably be beyond the power of Government to render effective in 
the end. It is not suggested that any clear evidence exists for inclining to either of 
these views. There has undoubtedly been advantage in mitigating for India in. 
1923 24, by the rise in exchange, the effect of the rise in world prices which would have 
been communicated to her had the rupee been effectively linked to sterling or gold at a 
fixed ratio during that period, and there are obvious drawbacks, at a time when the' 
future of world prices is obscure, in surrendering, this element of elasticity in Indian 
currency policy. On the other hand, it is important, in the interests of Government 
and trade, to bring to an end the period of exchange instability as sood as there is good 
ground for believing that world prices are likely to remain reasonably steady. No 
doubt it is at present difficult to forecast future movements in the commoditv value 
of gold, and on this.fact a case might be based for a further period of delay before 
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taking permanent decisions regarding the rupee-sterling exchange. But, altogether 
apart from the natural desire to terminate the period of Government management of 
the currency, in the sense that it has had to be managed in the last few years, it may 
perhaps be assumed that the United Kingdom, and the other countries which have 
now returned to the gold standard, would not have done so had there not been 
good grounds for holding that the years immediately ahead would not witness any 
serious change in price levels. In this connection it is worth noting the statement 
by the Chancellor of the Exchequer on 28th April : — 

“We have entered a period on both sides of the Atlantic when political 

and economic stability seems to be more assured than it has been for some years.”' 

Further, the importance of maintaining the commodity value of gold stable was 
emphasised at the Genoa Conference, and it may perhaps be anticipated that this is 
likely to be a subject of constant care to the principal Central Banks of the world. 
While, therefore, it cannot be disguised that there must be some risk in basing 
recommendations regarding the permanent rating of the rupee on the factors of 
to-day, it has to be considered if the risks are greater than it would be reasonable to 
take, and even if decisions were postponed for a further period the element of risk 
cannot be entirely eliminated whenever the actual decision is taken. 

5. The bearing of India’s absorption of gold on the stabilisation of the exchange 
will, doubtless, receive attention. Statistics are included in Appendix IV, showing 
the amount of India’s net absorption of precious metals in recent years. The large 
volume of net gold imports in 1922-23, 1923-24 and 1924-25, viz., Rs. 41 crores, Rs. 29 
crores and Rs. 70|- crores respectively, are noteworthy, and it is significant that, 
despite these large imports, exchange rose in these three years from Is. lfd. gold to 
practically Is. Qd. gold. With the rise in the gold value of the rupee substantially 
above the pre-war rating, gold has lately been cheaper in India than at any time during 
the past generation. It is, therefore, no matter for surprise that imports of gold have 
recently been on an unprecedented scale. Although efforts have been, and are being, 
made to encourage the investment habit in India, changes in this dix-ection are likely to be 
of slow growth, and it must be assumed that with gold relatively cheap India’s 
demand for, the metal is likely to continue to be large. Imports of commodities have 
been relatively low in x-ecent years, doubtless in pai*t owing to high prices in the 
manufacturing countries. If gold prices decline, the tendency may be for India to 
take a larger part of the payment for her exports in commodities rather than in gold. 
The question of these gold imports has an important x-elation to the future of 
commodity value of gold, that is gold prices generally, but there does not seem any 
reason to think that India’s absorption of gold is likely to militate against the main- 
tenance of the rupee exchange in the future any more than it did in the pre-war period. 

6. The utilisation of gold in India as currency is a sepai-ate but connected issue 
with a long history behind it. The views of the Babington-Smith Committee will be 
found in paras. 66-8 of their Report. The question of opening a gold mint in 
Bombay has not been a practical one in recent years owing to the exchange position 
being out of accord with the statutory ratio. But the issue must be expected to arise 
again if and when .a new effective gold parity is established, and a demand may be 
anticipated that a branch of the Royal Mint for the coinage of gold should be 
reopened in Bombay, as recommended by the Babington-Smith Committee.* 5 A new 
factor bearing on the case is the decision of Bis Majesty’s Government not to give 
facilities for the circulation of -gold coin in the United Kingdom at present. 

7. If it is held that the time is appropriate for measures to be taken to stabilise the 
exchange value of the rupee, the question of the ratio has to be considered not from 
the point of view of the pre-war rating, or firom the point of view 7 of the abnormal 
conditions ruling towards the end of the war, but from the point of view of the ruling 
ratio and the parity of Indian and world prices. It is certainly a striking fact that, 
so far as the present writer knows,. the Indian exchange is the only important exchange 
in the wrorld .that has appreciated in terms of gold, and it may be asked why the 
pre-war rate should not be re-established in India as in the United Kingdom. It is 
not proposed to pursue this 'question here beyond observing that the history of the 

* Of. answer to a question: in tlie Council of State, 30th January 1924 : — “ .... The Indian mints 
are prepared to coin gold as soon as the demand for gold currency arises, but no such demand can arise 
so long as the present premium on gold as compared with its statutory parity exists.” 
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British, and Indian currencies since the outbreak of war, and the economic conditions 
of the two countries, are widely different. The breakdown of the Is. id. exchange 
and the progressive rise in the rupee exchange to 2s. and above must be regarded as 
having deprived the old Is. id. ratio of validity. Similarly, the collapse of the 
2s. ratio embodied in the Indian Coinage Act of 1920, and the disappearance of the 
conditions under which that ratio might have become effective, have deprived the 2s. 
ratio of the sanctity ordinarily attaching to currency law. 

These ratios have now an historical and academic interest. If it were desii'ed 
to direct currency policy towards their re-establishment, it would be necessary to 
justify that policy, not by arguments based on past history, but on the economic 
factors of the present. 

8. For the purpose of this part of the discussion it has been assumed that a period 
of relative economic stability may be expected ; otherwise it would presumably be 
considered inexpedient to attempt at present the permanent fixation of the rupee 
exchange. On this hypothesis it may be asked, what would be the effect of 
re-establishing an exchange rating of Is. id.? Seeing that the rupee exchange has now 
ruled at about Is. fid. for some time, it must be presumed that the adjustment of 
prices and wrages in India to this ratio has been continuously in progress, and that 
a permanent lowering of exchange would involve a serious disturbance of values. 
Doubtless the period of falling exchange would result in immediate profit to 
Some industries, which would be able to increase the rupee price of their products 
without at once having to meet a corresponding increase in the costs of production. 
As regards these costs experience has shown that adjustments of wages in due course 
follow a rise in the cost of living, and the temporary advantage disappears on the 
readjustment of costs and wages to the reduced purchasing power of money. It may 
be asked whether it would be necessary or expedient to increase the nominal wages 
of Indian labour, urban or rural, in the event of a decline in the purchasing power of 
the rupee. This is a question on which first-hand evidence is more readily obtainable 
in India than in this country, where up-to-date statistics are not available. Figures 
for the year 1922 from the Bombay Presidency tend to show that the real wages of 
labour have risen since 1914, except in the case of field or ordinary labour in rural 
areas, the largest increase, that of ordinary urban labour, having been about 12 per 
cent. The bearing of this position on the Indian cotton industry, subjected to vigorous 
Japanese competition, may be developed by witnesses in India. Others will be in a 
position to speak of the importance of maintaining the standard of living of the 
workers. 

9. From the point of view of Government a reduction of the exchange ratio from 
Is. 6 d. to Is. id. would have far-reaching reactions throughout the administration. 
One immediate effect would be to increase the burden of the home charges by 
approximately Rs. fi crores per annum, which would militate against the execution 
of important financial measures that the Government of India have in view. The 
Local Governments would also suffer severely from any rise in general prices 
consequent on a decline in exchange. This would again upset financial eq uili briu m , 
and the process of readjustment would raise fresh and embarrassing problems affecting 
the incidence of taxation. It should be noted in this connection that an important 
part of their income is derived from the land revenue, which is either permanently 
fixed or only capable of slow expansion over an extended period. 

10. There are also objections, assuming again that the period ahead is one of 
economic stability, to directing policy towards enhancing the exchange value of the 
rupee. Such a policy would, if it became effective, involve the reduction of the rupee 
prices of Indian produce, and would inflict a serious tax on industry until costs had 
been reduced in correspondence with the increased purchasing power of the rupee. 
This process would impose an unnecessary strain on industry at a time which is 
generally recognised to be a difficult one for business. It has to be remembered tha t 
the recent rise in exchange to Is. 6 d., as has been pointed out in Memorandum 
No. 1, has been assisted by the rise in world prices which enabled the exchange value 
of the rupee to rise without involving any great change in its internal purchasing 
power. From the point of view of the Government of India, a rise in the rupee 
exchange from Is. bd. to a higher rate would of course lead to a reduction in the 
cost of providing for the home charges, but there would seem no justification for 
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■making this a governing consideration in dealing with the Indian exchange and 
for exposing Indian trade in the process to grave risks and uncertainty. It will also 
be realised that any announcement of the intention of Government to stabilise the 
exchange at a ratio either above or below the ruling rate would be likely to introduce 
'disturbing factors into business and to encourage speculation. 

11. The above arguments point to the conclusion that, if it were desired to-day 
■to stabilise the rupee exchange, this should be done with reference to the ruling rate, 
viz., Is. 6d., i.e., the sovereign would be equivalent to Rs. 13^ and the gold rating of 
the rupee would be 8*47512 grains of tine gold.*' 

Figures showing the market rate of exchange in recent months will be found in 
.Appendix V. As regards these it will be observed that the rate has ruled in the 
neighbourhood of Is. Qd. since October 1924, and it must be assumed that prices and 
wages have been adjusting themselves to this rate throughout the period from this 
•date. Moreover, in the absence of unforeseen developments, there would appear to be 
no abnormal risks in a policy aiming at stabilisation at this level. 

12. These observations apply, of course, to existing conditions. The situation 
■may conceivably change before the Commission reports, and it may be necessary to 
modify in important respects the views provisionally expressed above in the course of 
.any later evidence that the Commission may require. 

* This rating, it may he observed incidentally, furnishes a relatively convenient parity for expressing 
a sovereign in terms of rupees and a rupee in terms of pence. If. however, conditions pointed to 
stabilisation at some other point which did not furnish these two facilities and a choice had to be made 
between them, the advantages of being able to convert the sovereign into an exact equivalent in Indian 
currency, especially if it is made legal tender in India, deserve to be emphasised. 


Appendix I. 

Rupee Debt of the Government of India maturing from 1926 to 
1935. Amounts outstanding on 31st March 1925, modified as a 
result of Conversion Loan of 1925. 


6 per cent. Five Year Bonds, 1926 

_ 

Rs. lakhs. 
20,14 

6 per cent. Five Year Bonds, 1927 

- 

20,01 

5£ per cent. War Bonds, 1928 

- 

21,83 

6 per cent. Ten Year Bonds, 1930 

- 

29,28 

6 per cent. Ten Year Bonds, 1931 

- 

11,31 

6 per cent. Ten Year Bonds, 1932 

- 

19,49 

5 per cent. Ten Year Bonds, 1933 

- 

21,46 

•5 per cent. Ten Year Bonds, 1935 

- 

4,71 

Total 

— 

- 1,48,23 
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Appendix II. 

Index Numbers of Wholesale Prices based on 100 in 1913.® 


General Index Numbers. 


U.K. U.S.A. 

“ Statist.” ■ Labor Bureau- 



* The first two columns of figures are based on figures taken from “ Index Numbers of Indian Prices, 
1861-1918” (with -Addenda), published by #ie Department of Statistics, India. The figures in the 
next column, giving the Calcutta Index number, are percentages of the prices in July 1914. 

(a) The index number of India exported articles is unweighted and is based on the average of the 
wholesale prices of 28 articles, including grains, seeds, tea, castor oil, jute, cotton, raw silk, wool and 
hides, skins, coal, lac, saltpetre and indigo. 

( b ) The index number of Indian imported articles is unweighted and is based on the average of the- 
wholesale prices of 11 articles, including sugar, salt, cotton piece goods and yam, raw silk, iron, copper,. 
, spelter, coal and kerosene oil. 

(c) The Calcutta general index number is the arithmetic avernge of the ratios of the individual 
prices of 16^ groups of 45 articles. The index is not weighted except in a crude way by all owing two or 
more quotations for certain important commodities, 78 quotations being taken in all. 

(3) The actual averages for 1924 may differ slightly from these figures, which are averages of the 
monthly figures in this table. 
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Appendix III. 

'Gold Standard Reserve. Composition on 30th September 1925. 

In England. £ 

Cash at Bank of England - - - - 1 ,399 

British Treasury Bills - 10,529,932 

Securities maturing within the next two years - - 7,398,670 

Securities maturing in more than two and less than five years 20,150,215 
Securities maturing in more than five and less than 10 years 959,606 
British War Loan, 1929-47 ----- 960,179 

40,000,000 

In India - Nil. 

Total - - £40*000,000 


Appendix IV. 

Indian Sea-borne Trade in Gold and Silver on Private Account. 

Note. — The figures in this table exclude transactions which do not enter into the 

balance of trade. 



* Includes as an import Rs. 21,66*5 lakhs — the value of gold sold in India by the Government of India. 

1* »» 91 JJ 38,83 1 99 . J» JJ JJ JJ 77 » ,7 


Appendix V. 

Rates of Exchange for Calcutta Telegraphic Transfers on London 

(average of daily rates). 


Month. 

1920. 

1921. 




s. 

d. 

s. 

d. 

S. 

d. 

-January 

- 

2 


1 

5tV 

1 

3fl 

February - 

- 

2 

3* 

1 

4* 

1 

m 

March 

- 

2 

4f- 

1 

3fV 

1 

3^% 

April 

- 

2 

3H 

1 

3f 

1 

3 3% 

May 

- 

2 

1t 7 h 

1 

3f 

1 

W 

June 

- 

1 

11 

1 

31 ft 

1 

3fV 

July 

- 

1 

10 8 V 

1 

3-3% 

1 

3| 

August 

- 

1 

10 JJ 

J. 


1 

3 U 

September - 

- 

1 

lOsv 

1 


1 

3*1 

October 

- 

1 

m 

1 

4|| 

1 

3| 

.November - 

- 

1 

7 A 

1 

4;-s 5 2 

1 

m 

.December - 

- 

1 


1 

H 

1 

3fl 

Average for year 

2 


1 

4*% 

1 

3JI 



1924. 



s. 

d. 

1 

5 t % 

1 

Hi 

1 

4H 

1 

4f 

1 

m 

1 

411 

1 

5^V 

1 


1 


1 

6 

1 


1 

63 % 

1 

5i 


1925. 


s . 

d. 

1 


1 

6H 

]. 

6H 

1 



1 .6 

(9 months) 
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APPENDIX 71. 

Memorandum No. 3, on “ Note on Proposals for promoting a Gold. 
Currency in India,” submitted by Mr. C. H. Kisch, C.B., Financial 
Secretary, India Office. 

The introduction of gold as the sole metallic unlimited legal tender, and the .conversion of 
the rupee into a limited legal tender, involve a complete departure from established custom. 
It could not be expected that the change could be given effect to without difficulties, and it 
is necessary to consider carefully whether it offers advantages commensurate with the 
obstacles that would have to be surmounted and the risks that could not be avoided. 

It is proposed to examine the scheme from the following points of view : — 

1. Character of the objective. 

2. Nature of disturbance involved. 

3. Security of Government during process. 

4. Cost. 

5. Alleged defects in pre-war system. 

Character of the objective. 

In para. 8 of his memorandum on “A Gold Standard for India,” Mr. Denning states that 
“ undoubtedly the ideal to be aimed at is the system now in force in Great Britain, under 
which the Note is the sole full legal tender in circulation, and the gold value of sterling 
is stabilised by the statutory obligation imposed on the Bank of England to buy and sell 
gold at rates corresponding roughly to the par of exchange.” 

This “ ideal ” seems, however, to be rather lightly thrown over in the statement that 
“ it is impossible to hope that conditions in India will for generations be such that a full legal 
tender metallic currency will be no longer necessary,” or rather in the proposition treated as- 
following therefrom, that a gold currency should be established. India has already the- 
beginnings of the “ ideal ” system in (i) the accepted use of a token coin instead of a full 
value coin, (ii) the very widely accepted use of notes, and (iii) an unmistakable tendency 
in recent years to rely less on coin and more on notes. The expansion of the note issue- 
has been one of the most satisfactory features in later currency developments. In particular 
it is worth noting the large proportion of 10-rupee notes in circulation.® The true wisdom 
seems to be to continue on the lines on which such remarkable progress has already been made. 

These remarks do not imply that gold coinage should not be undertaken in India if the- 
people of India desire that the gold which they import should be stamped in small units 
with the Government hall-mark of fineness and weight, and be available on occasion as legal 
tender. But there is all the difference between the admission of gold as legal tender but 
without an obligation to issue it except in return for bullion, and forcing the people away 
from a currency to which they are accustomed, and pressing upon them a new currency of a 
more costly character, whose free circulation it may be difficult to ensure. In so far as the 
Indian currency system involves the use of gold, the best place for the gold is in reserves,, 
and it seems retrograde to propose for India a gold circulation which is now regarded as 
obsolescent in Europe. 

It is worth considering how far, in the case of a country like India, there is any reality 
in contemplating the limitation of the legal tender quality of the rupee. It is apparently- 
considered, and reasonably so, that 150 crores of rupees might be required in circulation if 
the rupee became a limited legal tender. If for any reason there was a return of currency in 
circulation, it may be assumed that the return will include at any rate a due proportion' 
of rupees. In the case of a country like India, where cask transactions of a small amount form- 
a large part of the daily business of the country, would it be a practicable thing for the 
Imperial Bank to refuse to accept rupees from other Banks or for Government to refuse to- 
relieve the Imperial Bank of redundant rupee currency ? It is suggested that even if the 
attempt were made to force a gold circulation and to limit the legal tender quality of the- 
rupee, the rupee would still continue in practice to be-an unlimited legal tender. Indeed it 
may be asked whether there is any substance in the conception of a limited legal tender- 
rupee in the case of India where the rupee circulation is hound to play for an indefinite- 
period such an important part in the economic life of the people. 

The propriety of Government setting a term to the unlimited legal tender quality of the* 
rupee in the case of a country like India also requires consideration. 


Nature of disturbance involved. 

The disturbing effects of the proposed plan are far-reaching, t In India the rupee has for: 
generations been an unlimited legal tender. It seems that, if once the idea spread that 
this quality in the rupee is to be taken away, the result would be to bring tire rupee- 


Mon* 1926 the circufation of Ks. 10 notes (Rs. 68 '5 erores) formed 40-5 per cent, of the total circnlation. 
The Rs. 10 and Rs. 5 notes formed 50 per cent, of the total circulation, 
t It "will, of course, affect territories outside India using the rupee. 
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into disrepute. It is admittedly not possible to form an accurate estimate of the number of 
rupees that will be presented for exchange into gold under the scheme suggested. All one 
can say is that the bullion dealers of India are not likely to miss the opportunity that so 
radical a change in the currency policy will afford. Their obvious interest will be to discredit 
the rupee and collect as many rupees as they can from all quarters for exchange, and it may 
be assumed that the peasantry will pay liberal commissions in the process. The limitation 
of the exchange to gold bars of 400 ozs., the value of which at Is. fid. the rupee is less 
than Rs. 23,000, would not give protection, as the point could be met by clubbing and the 
concerted operations of Indian dealers. 

The possible effect of the offer to give gold for notes does not appear to be appreciated 
in the calculations regarding the amount of gold required to bring the scheme of a gold 
circulation into operation. The speculative element here is of the gravest possible kind. 
The other estimates — of 110 crores of rupees as the total amount likely to be presented, of 
50 crores of gold as the initial stock, &c. — are (inevitably) not very securely based. But 
in this matter of the possible extent of the substitution of gold for notes, no estimate is 
possible at all and no practical limitation can be set. 

No indication as to the time that might elapse between stage 1 and stage 2 is given. 
It is certainly possible that the scheme might have to be abandoned before it got beyond 
stage 1, that is, the stage in which gold bullion is being supplied for non-currency purposes. 
It is submitted that a scheme of currency reform of which the progress is so uncertain and 
of which the process is so extended — a most objectionable feature in itself — could only be 
justified if by no other means a sound system meeting the requirements of the country 
could be provided. 

It is recognised that the large additional drain of gold to India over the ordinary 
demand, which is already large, might seriously affect gold prices, and it is suggested that it 
would probably be necessary- to make special arrangements with the Bank of England and the 
Federal Reserve Board of the United States. It is difficult to form a view as to the future 
trend of gold prices, which turns largely on the policy that may be pursued by the great 
Central Banks. But with the gradual return of the nations of Europe to gold the markets 
for the metal are increasing, and the tendency may be for countries to add to their stocks 
as opportunity offers with the object of strengthening their note reserves. Is it safe to set 
aside altogether the possibility of a fall in gold prices, especially if the demand for gold was 
increased by additional requirements for India for the purpose of providing a gold circulation? 

Tf the solution of India’s exchange problem is to be essayed while world conditions are 
still unstable, it would seem inopportune to add to the risks by any action that might tend 
to cause a rise in the value of gold. 

The Bank of England and the Treasury will, it is assumed, have the opportunity of 
expressing their views as to the effect that the scheme might be expected to have on the 
position of gold and sterling. 

The attitude that the United States authorities are likely to adopt towards the proposal 
is a matter for conjecture, but there is one factor in the case which may be expected to 
prejudice them against it. The silver-producing interests in the United States are a powerful 
body, and the various Acts, ending with the Pittman Act, passed for their protection, suggest 
that they are not likely to view without dismay and protest the threat to the silver market 
involved in the suggested sale of approximately Rs. 200 crores of silver, or three years' 
production, within ten, years. The proposal really means that the silver which the United 
States Government were induced to supply to India at a time of great emergency is to bo 
thrown back on to the market. The reactions on China (including her imports from India) 
of influences tending to depress the price of silver continuously are also worthy of notice. 

Security of Government during process. 

It will be observed that the scheme contemplates that the sterling reserves should be 
used up and resort be had, if necessary, to external borrowing in order to secure the supply 
of gold to India. What would happen if at an early stage in the progress of the scheme 
India was affected by the unfortunate vicissitudes to which she is liable ? An adverse trade 
balance would obviously suspend progress for the time being Additional external borrowing 
might become necessary, pro tanto diminishing the power of India to draw gold on the 
recovery. How far gold in India would he exported is uncertain. The presumption is that 
the return of currency for conversion into foreign exchange would tend to take the form of' 
notes and silver rather than gold, and the attenuated reserves might be unequal to the 
strain. The position of the Secretary of State might be embarrassed. The credit of India 
might be prejudiced, as the confidence of investors would presumably be affected by the non- 
existence of the large sterling reserves hitherto maintained. In short, the possibility that 
India would find herself in serious difficulties during the 10 years spent in crossing the stream 
cannot be overlooked. 

As regards the reserves, it is contemplated that during the early stage of the scheme 
the gold and sterling in the Paper Currency Reserve might be reduced to Rs. 56 ‘9 crores* 
and apparently this would* either in its entirety or in the main, be held in sterling securities. 

E 
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This low percentage (30 per cent.), of which at best only a small proportion would be gold, 
seems inadequate from the point of view of the convertibility of the note and the maintenance 


of exchange. 

Sir Basil Blackett, with the object of reducing the cost of the scheme, suggests that the- 
reserve might eventually contain a metallic backing of about 22' 5 per cent., and that the 
gold and sterling assets might amount to about 50 per cent. Here two points may be 


noted : — 


(1) The metallic percentage is far lower than has hitherto been regarded as provident 
for India, and is even lower than that recognised by the United. States of America. The 
right to require conversion of notes into gold may lead on occasion to heavy encashments 
of notes by the public, possibly heavier than when payment, normally took the form of rupees. 
There should be no possible question as to the adequacy of the available amount, which 
should be determined with reference to the possible obligations of the reserve and not with 
reference to the cost of a scheme for introducing a gold circulation. 

(2) After the gold circulation is established, the active circulation would apparently, on 
the data assumed, consist of about 190 erores notes, 50 crores gold, and 150 crores of 
rupees, as compared with 190 crores of notes and 200 crores of rupees under a gold exchange 
standard. It has been suggested above that, under the projected plan, the rupee will in 
practice continue to be used as an unlimited legal tender in much the same way as at 
present. A reflux of currency from circulation will presumably comprise at least its due 
proportion of rupees, as the tendency will doubtless be for such gold as may be functioning 
•aa currency to be retained, as far as possible, by the public. In effect, the reserves will 
have to guarantee not only the exchange value and the internal convertibility of the note, 
but will also have to support a rupee circulation of about two-tliirds or three-quarters as large 
as that now functioning as money. The Indian official memoranda make no provision for the 
rupees outstanding. Possibly the view taken is that the redemption of a certain quantity 
of rupees in gold will have removed the risk of redundant rupees or that a reflux of gold 
will provide additional support to the exchange. It is doubtful how far assistance will be 
forthcoming from a return of geld, largely issued to take the place of rupees now forming 
a store of value. But it is evident that, if the total currency is at any time redundant 
and a contraction is necessitated to reduce the Indian price level to that of external gold 
prices, this contraction must be effected on the active circulation, the rupees in which will 
presumably contribute their quota to the necessary aggregate withdrawal. The size of the 
reserves must therefore have regard not only to the note issue hut to a possible return of 
part of the unbacked rupee circulation also. 


-Cost of the Scheme. 

Any estimate of cost must be largely conjectural, and would be liable to be upset if the 
•demand for the conversion of rupees and notes into gold should exceed anticipation, or if 
it was found expedient to hold a larger gold reserve throughout, or if the sales of silver had 
to be spread over a longer period than proposed. In any case, it would seem from the 
calculations in the note annexed to this paper that a scheme framed on the lines of 
Mr, Denning’s note would entail, apart from the transitional expense, a permanent charge, 
which may be conservatively put at about Rs. 3 crores per annum and might in certain 
circumstances exceed this amount. India is not a country that can afford luxuries. The 
administration is held up on all sides by paucity of funds ; yet it is seriously suggested 
that India might be asked to incur, for the purposes of supplying currency which would 
perhaps largely go underground, a high capital loss and a substantial recurring charge. 
The currency authorities in the United Kingdom have formed the view that it is inexpedient 
to reintroduce a gold circulation into the United Kingdom, a relatively rich country 
habituated to such a currency before the war, the fact being that such a currency would be 
•difficult to obtain in present circumstances and would be too expensive.® Can India afford it ? 

One point in the Indian memoranda calls for further remark with reference to the cost 
question. By reconstituting the Paper Currency Reserve with a lower proportional backing 
■of real assets and reducing the non-interest bearing proportion of those assets, it is sought 
to lessen the cost of introducing a gold circulation. Unless the reduction of the real assets 
and the non-interest bearing amounts are themselves made feasible by the introduction of a 

g old circulation, it does not seem correct to regard these factors as a source of saying. 

obviously, if the real assets are excessive under to-day’s conditions and admit, either in the 
aggregate and/or as regards non-interest bearing amounts, of safe reduction, then the 
apparent saving from associating the reduction with the introduction of a gold circulation 
is to that extent illusory. 


Alleged defects of pre-war system. 

• Th £ diffi ? u \ ties the way of the scheme are formidable enough and ultimate success 
18 problematical. Before the Government sets its hand to so precarious a task, it is necessary 
to examine closely the grounds on which the new departure is deemed desirable. 

* Of. paras. 42 and 48 of Report of Committee on the Currency and Bank of England Note issues, Cmd. 2893/1925. 
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Tlie proposal to make gold tlie principal metallic medium of tlie currency apparently 
arises from a desire to remove what are described as “the main defects of tlie pre-war 
currency and exchange system,” which are referred to in the remarks below : — 

(A) “ The maintenance of the system teas dependent on the price of silver remaining at such a figure 
that the bullion value of the rupee was not higher than its exchange value 

The stabilised Is. Ad. rupee, whose effective life covered about 20 years, undoubtedly 
witnessed remarkable economic progress in India, and, apart from the confusion caused by 
the war, there seems no reason to doubt that it would have endured to this day. The war 
broke down the gold standard in countries where it appeared solidly established, and it 
certainly cannot be assumed that if India had been on a gold standard with gold currency 
when the war began she would have fared better than she actually did. Had India been 
on such a standard, and had it been possible or expedient to maintain it (regar ding 
which some remarks follow), she would have been exposed to the full violence of the 
oscillations of gold values during the war and post-war periods. It is reasonable to hold that 
any rise in the price of silver to a point which would threaten a Is. 6d. rupee would almost 
certainly be due to a catastrophic depreciation of the purchasing power of gold, and would 
be an element in a general rise of prices of an untoward kind. The evils of rising prices 
in the case of India were discussed by the Babington Smith Committee (paras. 47 and 48), 
and have been recognised fully in the conduct of recent exchange policy by the Government 
of India. It might well be that, if the economic history of 1914-20 were repeated, India’s 
policy ought in her own exclusive interest to be directed to staving off some of the effects of 
gold depreciation by a modification of her exchange. 

It should also be noted that, with 150 crores still in circulation, whether the rupee is 
unlimited legal tender or not, a rise in the price of silver above the bullion value of the coin 
might in certain circumstances create - a situation resembling that which occurred during 
the war. 

The fact that the Is. Ad. rupee was broken in the late war is not to be regarded so much 
as a defect of the gold exchange standard as of a defect of gold as a basis of value at the 
mercy of Governments which, at a time of national emergency, may be constrained to sacrifice 
currency ideals normally held dear. Assuming that gold is the best practicable standard of 
value that the wit of man has hitherto found it feasible to adopt, it must be recognised that 
it is not perfect and that no country can escape from the risks of these imperfections whether 
its standard is based on a gold circulation or on the maintenance of its exchange at a fixed 
gold parity without such circulation. It is perhaps worth observing that the introduction 
of a gold currency in circulation militates against the power to promote stability of internal 
prices at exceptional times when gold prices may be undergoing violent disturbance. In such a 
case action would presumably take the form of the suspension of the obligation to buy gold 
at the Mint par and the conversion of the standard coin into an over-valued gold token. 

(B) “ The rupee was in reality linked to sterling only , and the system censed to be a gold exchange 
standard as soon as sterling depreciated 

When, as in pre-war days, gold and sterling were synonymous, and the Government of 
India was under an obligation to receive gold coin at a fixed price, it seems di hi cult to 
contend that the rupee was linked to sterling only. The second part of the statement does 
' not appear to amount to more than an assertion that when sterling depreciated, the authorities 
for a time did not, in fact, endeavour to dissociate the rupee from the fortunes of sterling. 

But some further observations seem required. 

(1) If, for purpose of illustration, the rupee had been linked to the dollar at a fixed 

ratio, and it had been possible to maintain this ratio during the war years and 
subsequently, it may be asked whether India would have benefited thereby. 
Adherence fo the fixed ratio would have exposed her to the extremes of the 
fluctuations in the purchasing power of gold, and would have prevented the 
• Government of India from affording such relief as it has now been possible to 
afford by permitting the rise to Is. 6d. gold. The argument may, perhaps, he even 
more clearly appreciated if oiie imagines what would have happened if the monetary 
policy of the United States of America in 1920 had been directed towards the 
maintenance of the then level of gold prices. 

(2) In framing a permanent currency policy for India it is suggested that due weight 

must he assigned to the probable identity in the future of sterling and gold. 
The special character of Indian external trade, which is mainly financed in sterling, 
gives force to this consideration. 

(3) If India had enjoyed a gold standard based on a gold circulation at the outbreak 

of war, it is open to question what her subsequent policy would have been. When 
the existence of the Empire was in jeopardy and India’s own future hung in the 
balance, would it have been consistent with India’s own interest to have sought 
to add to the drain on the limited supplies of gold available when its conservation 
was a vital matter for the purpose of employment in foreign quarters ? If, under 
some national stress or emergency, sterling were again to become divorced from 
gold, the action to he taken by India cannot be prejudged, but would have to he 
determined in the light of the actual circumstances. 
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<C) “.A fall in the rate of exchange wax prevented by the sale of Reverse Ctmncils, but Government 
ivere under no statutory obligation to take such action.” 

The pre-war exchange system admittedly did not impose ou Government a statutory 
obligation to redeem local currency by payment of international exchange. This, however, 
must not be interpreted to mean that the Government is not prepared to undertake formal 
and public commitments on the subject. (Compare announcement issued in connection with 
Babington-Smith Committee’s Report.) This point is referred to in the last paragraph of the 
Memorandum No. 5 on “ Remittances,” and the remedying of the “ defect ” does not involve 
the removal of its unlimited legal tender quality from the rupee or the promotion of a gold 
circulation. 

(D) “ When exchange dropped to the lower gold point, there ivas no automatic decrease in the currency 

tending to strengthen exchange , but such decrease depended on the action of Government ” 

It is well understood that under the gold exchange standard the employment of the Gold 
Standard Reserve in connection with the sale of reverse Councils for the support of exchange, 
or the use of the sterling assets of the Paper Currency Reserve for replenishing the Secretary 
of State’s balances, involve a corresponding currency contraction in India. It is a legitimate 
•question to ask whether this view was embodied with due formality in the currency 
constitution, but there is no reason why, under the gold exchange standard, the same 
influences for contracting the currency should not be brought into operation as under the 
gold standard in the ordinary accepted sense of the term. 

How far the element of discretion inherent in the Indian system as hitherto applied is 
open to criticism is not so clear. It is part of accepted theory that contraction of the 
internal circulation should be the regular sequel of withdrawals of sterling from the reserves, 
and an exception would presumably only be made owing to some such oveifiding consideration 
as the danger of creating an excessive stringency in the Indian market.* 

Under the gold standard, continued losses of gold by the Bank of England force it to take 
steps for a general contraction of credit in order to protect its reserves, but it is perhaps a 
matter of opinion as to how far action can he regarded as '’‘automatic.” The stage at 
which measures are taken rests within the discretion of the Bank, and it is obvious also 
that the course of events depends in part on the readiness of the large lenders of money not 
to counter the policy of the Bank by, for example, decreasing the cash ratio on which xhey 
conduct their business. In fact, it is hardly possible to conceive any system based on 
credit that is purely automatic. The efficient working of the gold standard depends, as 
did the efficient working of the gold exchange standard, on the wisdom and judgment of 
those in authority. This is apparent not only from recent events in Europe, but also in a 
noteworthy manner from the action of the Federal Reserve Board in America, who have had 
to take special steps to prevent a great influx of gold fi-orn exerting on prices its normal 
influence. 

(E) “As the currency reserves were divorced from the banking reserves, effective regulation of the 

money market was impossible.” 

The implications of the observation will be referred to in another connection. But in 
any case the so-called “ defect ” presumably is due to the fact that the note issue was 
controlled by the Government and not by the hanking auihorities. It is not traceable to a 
gold exchange standard as such. 

If an attempt is made to summarise the above comments regarding the five “ defects ” 
of the gold exchange standard, it would seem fair to say that (E) is a separate issue 
concerning the character to be given in present circumstances to the functions of the Imperial 
Bank ; that as regards (C) and (D) there is nothing in tho gold exchange standard as such 
which precludes the reproduction of conditions corresponding to those applying to the gold 
standard as ordinarily understood. (A) and (B), which are connected, are obviously suggested 
by recent experience examined through war-tinted spectacles. The removal of “ defect ” (B) 
does not require a gold circulation. “Defect” (A) is theoretically inherent in any token 
coin. The problem it occasioned during the war arose not from a defect of the gold 
exchange standard, but from an imperfection in gold as the basis of value. Indeed these 
two so-called defects in the gold exchange standard were altogether latent before the war, and 
no practical question would probably have now emerged in regard to them were it not for the 
experiences of recent years. 

It is, of course, right and desirable that whatever currency system is given to India, it 
should he made proof against eventualities, so far as these are within the range of reasonable 
contingency ; Jbut the war, with its devastating effects on currencies generally, undermined 
even the basis of the gold standard. In laying down a currency constitution for India, due 
weight should be attached to the altogether exceptional character of the war period. 

On a review of the main considerations involved it is suggested — 

(1) that from the point of view of the interests of India the objective of a gold 
circulation and. a limited legal tender rupee is wrongly conceived, and that the 
scheme would, in all probability, fail to achieve ts purpose ; 

* Compare the position that arose hi 1920 in the period -when an attempt was being made to give effect to the 
recommendations or the Bahington-Smith Committee. 
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(2) that the arguments directed against the gold exchange standard do not justify the 

rejection of the general currency scheme which served India well before the 
war; and 

(3) that the drawbacks inherent in the scheme for a gold currency altogether outweigh 

any possible benefit to be anticipated from its promotion. 

If avoidable risks are taken by the authorities and needless expense on what would be 
^ serious scale is incurred, India might too late have cause to appreciate the warning of 
the opening lines of Dr. Leyden’s “ Ode to an Indian Gold Coin ” : — 

“ Slave of the dark and dirty mine ! 

What vanity has brought thee here ? 

How can I bear to see thee shine 

So bright whom I have bought so dear ? ” 

Pre-war experience suggests that, if India must for long years to come have a full legal 
tender metallic circulation, the requirements of the country, including the desideratum of 
stability, can be met by an appropriate development of the gold exchange standard. To 
suggest that the only way of remedying the defects in the pre-war currency system involves 
the reduction of the rupee to a limited legal tender and the forcing of a gold circulation is to 
ignore the fundamental causes which led to the breakdown of the gold exchange standard in 
the course of the war. 


Note. 

The general result of the scheme for introducing a gold currency on the lines suggested 
by Mr. Denning appears to be as follows : — 


Assets of Government, 
30th Sept. 1925 
Assets on completion 
of* scheme - 


(. Figures in crores of rupees .) 




G. of I. 

Sterling 

Gold. 

Silver. 

securities. 

securities. 

29*7 

90-1 

43 

26*7 

56-9 

— 

90 

42-6 



Gold 

Real value* 

Gross note 

Standard 

of aggregate 

circulation. 

Reserve. 

assets. 

189*5 

53 

154*5 

189*5 

— 

99*5 


# Valuing silver at 24 d. per oz. and Government of India securities at nil. 


.Loss 55 


The transaction has involved the exchange of Rs. 200 crores of silver for gold. It is 
•postulated that the sale of silver has produced Rs. 100 crores gold, leaving a deficiency 
-of Rs. 10 crores needed to meet the public’s demand for gold exchange. This •would* reduce 
the Gold Standard Reserve to Rs. 43 crores, which is required to raise the gold and sterling 
holdings in the Currency Reserve from the initial to the ultimate amount. The balance of 
the loss in the reserve (Rs. 90 — 43 crores) is made good by writing up the Government of 
India’s debt to the reserve from Rs. 43 to Rs. 90 crores. 

The loss shown in the table above — namely, 55 crores —which is the true capital loss, 
represents the 55 crores of assets which the Government of India will have sacrificed in 
giving the public 110 crore^ of gold in return for rupees, which on sale as silver will realise 
55 crores only. It is claimed in the Memorandum that the new system can be safely worked 
with this reduced quantity of assets, that a part of the reduction of total assets can be 
■effected hv diminishing the holding of metal, and that there is no effective loss except in so far 
.as the interest-yielding assets also have to he reduced. Thus Mr. Denning, as shown in the 
foregoing figures, puts the reduction of interest-yielding assets at about 37 crores and the 
resultant loss of revenue, taking interest at 3 per cent., at 112 lakhs per annum. 0 

The argument seems to amount to this : that a scheme of expenditure need not be 
regarded as costing money if the funds to meet the expenditure are readily available and are 
not at the moment yielding any return. There are at present some 40 crores (nominal value) 

• of temporarily redundant rupees still held in the Paper Currency Reserve as the remanet of 
the last period of depression. To this extent the present metal holding is excessive and could 
•safely be replaced as regards rupees 40 crores (nominal amount) by 20 crores (in real value) 

• of interest-bearing securities obtained by selling the surplus rupees, and by substituting 
20 crores more of new Book Debt. But this, if it were worth']' doing at all, could also he done 
while retaining the present system. Thus the proper comparison to be made in regard to the 
interest-hearing assets under either system is one between (a) those now held plus an additional 
20 crores and ( b ) those which would he held on a gold standard system. On the postulates 

•of the Memorandum the difference would be 57 crores. 


* It is not proposed to analyse here in detail Mr. Denning’s estimate of the loss in the transitional period. Examination 
0 f the process, however, suggests that the figure will materially exceed his estimate of Its. 165 lakhs. 

t Whether it would be a paying speculation to effect the replacement is a matter of judgment and calculation. It 
seems likely that the loss on sale of silver now and repurchase later when further silver was again required for currency 
purposes would outweigh the interest gained in the meantime. , 
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As the securities in the Gold Standard Reseive, amounting to 53 crores, at present yield 
an average return of about 4^- per cent., the rate of interest for the purpose of calculating 
the loss entailed in sacrificing 55 crores can hardly be taken at less than 4 per cent. The* 
annual loss may thus be put at 2\ crores a year, of which 1| crores is interest now being 
earned and contributing to the balancing of India’s budget, and the remainder would 
accrue as the rupees now surplus were gradually sold and replaced by investments. 

This understates the potential interest loss, as rupees absorbed by the public in the 
ordinary course will be taken not at their bullion, but at 1 their nominal value. The 40 crores 
of surplus rupees thus represent potential earning power of an additional 40 crores of sterling 
investments, assuming that the hoLding of gold remains unchanged.*** When the silver 
holding is reduced by absorption to 11s. 50 crores, the reserves of Government would be 
as follows : — 


Gross 

circulation. 


Gold. 


(Figures in crores of rupees .) 

Sterling 1 G. of I. I 
Silver. securities, securities, | 


G-.S.R. 

sterling 

securities. 


Interest 

earning 

assets. 


189-5 29-7 50 66-S 43 


53 


119-8 


The interest-yielding assets amount to Rs. 1 19 "8 crores as compared with Rs. 42 ‘6 crores 
under the Gold Currency scheme, i.e. an excess of Rs. 77 crores. If interest on Rs. 53 
crores is taken at 4 per cent., and on Rs. 24 crores at, say, 3 per cent., the aggregate 
interest loss works out at about Rs. 2f crores per annum. 

Something must also be added for loss in respect of future profits on coinage. These 
accrued from 1900-1 5 at the average rate of If to 2 crores a year, and though a circulation 
of 150 eroresf of rupees will itself need maintenance, the future loss from diminished 
profits may be taken at f to \ crore a year. On the whole, the permanent loss to India as 
the result of adopting a scheme for patting (?) 50f crores of gold coin into circulation can 
scarcely fall short of 3 crores a year, besides an indefinite and incalculable amount depending 
on the extent to which the promotion of a gold circulation checks the future natural growth 
of the note issue (cf. para. 54 of Chamberlain Commission Report). 

Sir B. Blackett in his final Minute (paras. 22 and 23) alludes to two possible methods of 
“reducing the cost,” viz. (1) a silver import duty and (2) the operation of the reconstituted 
Paper Currency Reserve on a smaller metallic basis and therefore a larger basis of interest- 
yielding securities than that suggested in Mr. Denning’s Memorandum. The suggestion- 
that a new tax (and in passing, it may be noted, a very controversial tax) can reduce- 
expenditure is ratber odd. The tax will tend to obscure the true cost of the scheme, i.e. the 
enhanced sums received for the sale of rupee-silver in India will include an element which 
is properly to be regarded as import duty. 

As regards Sir B. Blackett’s second expedient, there is, of course, wide scope for 
difference of opinion on such questions as those of the total strength of a currency reserve 
or its distribution between coin and investments. But those who would favour a complete 
departure from conservative precedent in propounding a scheme for a Paper Currency 
Reserve for India under a gold standard might, it is thought, find equal justification or the 
same departure in connection with a gold exchange standard. It is difficult to maintain 
that a reserve, which has to support a gold currency and indirectly a still considerable 
rupee currency as well as the additional risk of a turn-over from notes to gold, will not be in 
need of very great strength and liquidity of resources. As has been previously pointed out, 
there is no true saving attributable to the project of a gold circulation in running the new 
reserve on a smaller body of resources if the same thing could be done with equal s af ety, 
or no greater risk (according to the point of view), under the present system. 

There is, of course, an element of true economy in a gold currency in so far as it 
produces, by the return of gold coin from circulation, the gold for providing sterling credits 
in times of depression. The point opens up a rather wide question, but it will perhaps 
suffice to note here the very great probability that, with rupees circulating to three times 
the value of gold aiid being, as compared with the gold, “bad money” rather than “good 
money” (to use the terms of Gresham’s Law), any metallic returns of the circulating medium 
will be predominantly in the form of rupees. ° 


* The process may he illustrated by comparing the position of the Paper Currenoy Reserve on 30th September 
1925 and 22nd January 1926, as below : — 1 


(Gold and sterling securities are valued at Rs. 13 & = £l, and all figures are i: 

Gross Note Rupee 

circulation. Gold. Silver. securities. 


30th Sept. 1925 
22nd Jan. 1926 


189*5 29*7 90*1 43*0§ 

190*8 29*7 82*4 40*0§ 

§ Balancing figure. 


crores of rupees). 
Sterling 
securities. 

26-7 

38*7 


+ About two-thirds of the present estimated rupee circulation. 

$ Out of 110 crores of gold to be issued the first 50 or more are to be in bullion form. 
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APPENDIX 72. 

Memorandum No. 4, on “ Transfer of the Note Issue to the Imperial 
Bank, and connected Questions,” submitted by Mr. C. H. Kisch, 
C.B., Financial Secretary, India Office. 

The following memorandum relates to the scheme for the future regulation of the 
'paver currency on the assumption that India continues on a gold exchange 
standard, as set out in paras. 7-10 and 10-18 in Mr. Denning's memorandum. 


1. It may be accepted that, unless the existing Government note issue is replaced, by a 
bank note issue, there is relatively little to be done in the way of relieving Government of its 
responsibilities in regard to currency control or of increasing the duties of the Imperial Bank 
in connection with the Indian currency system. When the Imperial Bank was established 
in 1921 it was not at the time within the scope of the scheme of the promoters of the 
amalgamation, or of the Government of India, that the Bank should become a bank of issue ;® 
but assuming that the Commission are satisfied, from the evidence taken in India, that no 
untoward consequences are to he expected from the replacement of a Government note by 
a bank note, the way is open to a number of possibilities. 

2. The following points of principle may he noted at the outset : — 

(1) Apart from any considerations arising out of the exceptional conditions of India, there 
are decided advantages, subject to proper safeguards, in relieving the Government of India 
of certain direct responsibilities in respect of currency management. 

(2) The Imperial Bank is not a Central Bank in the sense in which this term is ordinarily 
understood. The main business of the Imperial Bank is understood to he concerned with 
■ ordinary commercial hanking operations throughout India, and the recent large increase in 
the number of its branches, which is a sequel of the amalgamation, emphasises this aspect of 
its business. 

The question has two sides : — 

(a) From the Government’s point of view it is necessary to he satisfied that the Bank 
will hfe proof against the possibility that the discharge of its duties towards regulation of the 
-currency may he affected by its interest as a trading organisation working for profit. 

(Z>) From the point of view of other banks in India, Government must consider whether the 
Bank competing for business throughout the country is to he placed in such a paramount 
position vis a vis its competitors as must result from the control of the note issue in addition 
to the holding of the Government balances. 

In this connection it is worth while to refer to the part that the Government balances 
play in the conduct of the Bank’s business. 

Statistics are included in Appendix I showing the assets and liabilities of the Imperial 
Bank at the end of each quarter since its constitution in January Iy21 and monthly since 

• January 192b, and percentages are included in the last three columns showing the proportion 

• of cash to liabilities, the proportion of Government deposits to cash, and the proportion of 
public (i.e. Government) deposits to other deposits. The high proportion of the public 

• deposits to other deposits during considerable periods in 1924 and 1925 should be noted. 
The statistics may be compared with corresponding figures for the Bank of England in 
Appendix II. 

It will also be observed that the amount of the Government deposits has tended at times 
to form an exceptionally high percentage of the Bank’s cash, and on numerous occasions in 
the course of the last 12 months the Bank’s total cash has been substantially lower than the 
amount of the Government deposits. 

The question arises whether it is practicable and expedient in the present-day Indian 
•economy to provide for the ci-eation of a Central Bank in the strict sense, that is a hankers’ 
hank, entrusted with Government balances and the note issue, engaging in rediscount 
business, authorised to buy and sell secxirities or bullion, but generally not competing with 
■other hanks for ordinary business. The creation of such a Bank would presumably involve 
a splitting of the functions now discharged by the Imperial Bank. It is suggested that the 
Imperial Bank with its established position is the best, and perhaps the only possible, organ 
for promoting the development of hanking habits throughout India. If it is to continue its 
pioneer work as a commercial hank, the natural course, assuming that the difficulties can he 

• overcome, would seem to he in the direction of creating a new Reserve Bank, which would 
take over the central banking duties now discharged by the Imperial Bank along with any 

* In referring to this question in 1921 the Government of India remarked : “ When a stable policy 
has been evolved and currency conditions have settled down, and when the management of the Paper 
Currency in India will consist of a more or less routitie application of authoritatively established 
principles, then we think that the employment of the Bank as our agent in this matter might well be 
favourably considered.” 
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additional "banking and currency functions now discharged by Government that may be- 
deemed suitable for transfer to the Bank. The constitution of such a Bank would naturally 
have to provide for the due safeguarding of Government’s interests. 

The memoranda prepared by officials of the Government of India do not refer to any 
possible developments on the lines alluded to in the preceding observations. The remarks 
that follow have therefore been drawn up on the hypothesis, apparently assumed in the- 
Indian memoranda, that the general character of the Imperial Bank will not be materially 
.changed. 

(3) Owing to the dual character which the Imperial Bank would have if, without any 
substantial change being made in its functions, it were entrusted with the control of the 
note issue, it is necessary to ensure that the Government should have an effective voice in 
regard to the higher financial policy of the Bank, though the management of its day to day- 
business would continue to rest with the Bank’s officers. 

The adequacy of existing arrangements in regard to Government intervention ( vide 
section 14 of Agreement with Bank) will no doubt be considered. The Governor-General in 
Council is entitled to issue instructions to the Bank in respect of any matter vitally affecting 
the financial policy of Government or the safety of Government balances, and the representative 
of the Government of India on the Board at present has a right of suspensory veto in regard 
to any action prejudicial to Government’s interests under the above-named heads. This 
should, of course, continue, as should also the provision that the managing governors are to 
be appointed by the Governor-General in Council after consideration of the recommendations 
of the Central Board and should hold office for such term as Government directs. The 
management of the note issue might perhaps be specifically mentioned as one of the subjects 
in regard to which Government should be entitled to issue instructions to the Bank. 

A further suggestion may be mentioned in this connection. Present indications point to 
an increasing association between the important Central Banks for the purpose of controlling 
the value of gold through their credit policy. India, as a creditor country with a large power 
for absorbing gold, is an important factor in the case. Liaison has already been established 
between the Bank of England and the Imperial Bank through the Advisory Committee in 
London. It might help the interests of Government if contact were established between the 
Secretary of State in Council and the Advisory Committee. 

(4) It appears necessary that whatever arrangements are made regarding the functions of" 
the Imperial Bank in respect of the note issue, they should not have the effect of impairing 
the freedom of Government to deal with its own balances as it thinks fit. There are strong 
objections to attempting to tie up the Secretary of State by an advance monthly programme 
or anything of the kind. It seems cardinal that if Government deposits funds at a bank it 
should in a general sense be free to deal with those deposits as it thinks fit. The action to be 
taken in regard to remittance of Government balances from India to England cannot be 
forecast with any accuracy for any length of time ahead, and if the exchange and other 
circumstances are favourable it must be open to the Secretary of State to require remittances 
to be made to London as he deems expedient. It appears impossible for the Secretary of' 
State, who has constitutional and statutory responsibilities, to be satisfied with an obligation 
undertaken by a bank, however eminent, to keep him supplied with funds. The commitments 
which the Secretary of State has to meet in London to holders of India sterling debt and 
others are his commitments, and it is desirable that the Secretary of State should retain in 
his bauds the power to arrange his finance as he thinks expedient in the light of ever-changing 
circumstances. 55 The question of the agency for the transfer of funds from or to India is of 
course an entirely distinct issue. 

(5) There appear to be strong arguments in support of the view that the Gold Standard 
Reserve should be maintained as a separate fund in the hands of Government. The Secretary 
of State, who under the existing constitution is responsible to Parliament for the good' 
government of India, enjoys statutory borrowing powers, which may be brought into play in 
the ultimate resort in the discharge of his duty as custodian of the Indian exchange. It 
would seem scarcely consistent with his present responsibilities that he should hand over the 
control of the reserve, which must be employed for the support of the exchange, to another 
authority. Further the policy to be pursued in regard to the remittance of Government 
balances from and to India, in regard to which it is suggested that the control of the 
Secretary of State should he beyond question, has a close bearing on the exchange and the 
responsibility for its maintenance. 

This line of reasoning accords with the view regarding the scope of a State "Ranlr 
expressed in the annex to the Report of the Royal Commission of 1913-4 (p. 78), that “ the 
custody of the Gold Standard Reserve and the ultimate responsibility for the maintenance of 
exchange must remain, in the most direct manner, with the Secretary of State.” 

(6) The conversion of the Government note issue into a bank note issue, and the general 
modelling of the Indian exchange arrangements, so far as may be, on the lines familiar in 

* It is worth noting in this connection that the Secretary of State’s balances in London earn interest 
which in receiit years ha.s amounted to about £400,000. The existence of this important source of 
revenue will doubtless not be overlooked m any proposals that may be made in regard to the Home- 
Treasury balances. D 
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this country, must not be allowed to obscure not only the difference between the character of 
the Imperial Bank and the Bank of England, but the difference between London and Indian 
monetary conditions generally. An alteration of Bank rate in London sets in motion a 
number of powerful forces which influence the exchange and the level of internal prices. 
Owing to the organic unity of the credit system on which business is conducted in the 
United Kingdom, the reactions of the Bank policy are at once felt throughout the country 
(and abroad) ; but in India, where the credit system is comparatively undeveloped, and the 
money market is less organic, changes in the Bank rate have 'not the same vital force/* 
Presumably it is to this factor that the well-known difficulty of effecting deflation in India is 
ultimately to be ascribed. Occasions may arise when this problem may have to be tackled 
with a high degree of independence and resolution. It is suggested that the imperial Bank 
will be fortified in taking the steps that may be necessary if the ultimate authority of the 
Government is adequately preserved. 

3. For the above reasons it is proposed, in discussing the scheme for the creation of a 
bank note issue for India, to distinguish, so far as possible, between the Bank’s responsibility 
for the convertibility of the note and the Government’s responsibility for the maintenance of 
the exchange. It will now be convenient to refer to the different heads under which the- 
scheme is set forth in para. 7 of Mr. Denning’s Memorandum. On the whole, and subject 
to the comments that follow, the system outlined seems generally suitable and retains with 
appropriate changes the guiding factors which serve to secure exchange stability under the 
pre-war system. 

(A) Gold coin, bank notes, and silver rupees to be unlimited legal tender . — The question of 
gold is referred to below. 

(B) Government to be under an obligation to give gold coin in exchange for gold bullion on 
payment of a seigniorage to cover minting charges . — Presumably this does not mean that 
Government must maintain a stock of coined gold, but merely that it will undertake to* 
convert bullion presented into coin. Such bullion if presented by the Imperial Bank would 
presumably remain part of the Paper Currency Reserve during the process of coinage. 

(C) The Imperial Bank to be under an obligation to buy gold at a fixed price . — This 
reproduces the obligation formerly devolving on Government to give local currency in 
exchange for sovereigns, the development being that local currency will be given in exchange 
for bullion to be coined as required under (B).| The amount of gold going to India would 
presumably be carefully controlled by means of the standing offer, made with the approval 
of Government, to sell rupees at a sterling price corresponding with the upper gold point. 

(D) Bank notes to be payable on demand in rupees or gold coin at the option of the Bank, 
subject to the right of holders of notes of the denomination of Rs. 10,000 to demand payment 
in foreign exchange at a price corresponding to lower gold point . — The object of this provision 
appears to be to give the Bank an incentive to maintain the exchange value of the rupee, but 
there is something artificial in making a differentiation between one category of note and 
others, and it is suggested that the necessary incentive to the Bank might be more 
appropriately given in another way, which would, emphasise the fact that the ultimate 
responsibility for the exchange value of the rupee rests with Government, while the 
convertibility of the note is the responsibility of the Imperial Bank. The object to be 
aimed at is to secure that, as at present, the sterling (and if necessary the gold) in the Paper 
Currency Reserve should be used for contraction of the circulation and thus indirectly for 
the support of the rupee, and that these resources, if thought desirable, should be drawn upon 
before recourse is had to the Gold Standard Reserve. It would seem that this aim would 
be achieved if the Imperial Bank were placed under an obligation to sell to the Government 
of India, if they should so require, against payment in India, gold at par or sterling at lower 
gold point up to the limit of such resources in the Currency Note Reserve.^ 

(E) The Bank to be under an obligation to give silver rupees or notes on demand in exchange 
for gold tyin. — This is understood to mean that the option is with the Bank. 

# Compare Mr. J. M. Keynes, Indian Currency and Finance, 1913 : — 66 The Presidency Banks publish 
an official minimum rate of discount in the same manner as the Bank of England. As an affecting 
influence on the money market, the Presidency Bank rates do not stand, and do not pretend to stand, in 
a situation comparable in any respect with the Bank of England’s. They do not attempt to control the 
market and to dictate what the rate ought to be ; they rather follow the market, and supply an index to- 
the general position.” 

t Prior to December 1906 the Government had been prepared to receive gold bullion in exchange 
for rupees. 

X The proposal would operate as follows : — Exchange, it may be assumed, reaches lower gold point. 
The Government require the Bank to place, say, £1,000,000 sterling held in the Paper Currency Reserve 
at the credit of the Home Treasury in London against a debit of Rs 1^ crores to the Government account 
in India. The Bank then withdraws from its cash balance Rs. li crores notes which are cancelled, thus 
effecting the appropriate currency contraction. The sterling would be sold, if exchange remained at 
gold export point, by the Imperial Bank, as the agents of Government, to remitters, or would be available* 
for meeting the Home Charges. 

It appears unnecessary to contemplate the issue of drafts by the Imperial Bank payable in countries 
outside Great Britain, as the United Kingdom may now be presumed to be on a gold standard, and 
Indian trade is normally financed through London. 

E 
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(F) The proposals Mr. Denning makes for the constitution of the Paper Currency Deserve 
are coloured by the idea of stimulating the use of gold in India. But the holding of 
unnecessary gold is costly, and surrenders a large part of the advantage that India is in 
a position to derive from the close association oi her currency and finance with sterling now 
that the British £ is again on a gold basis. This question is referred to further in para. 4. 

(G) The Gold Standard Deserve stands at Rs. 53 crores, which would seem to he adequate 
for any reasonable emergency, as together with the sterling securities in the Paper Currency 
Reserve there would he available, assuming nothing abnormal occurs before stabilisation is 
introduced, Rs. 80 crores or more for the purpose of contracting the circulation and influencing 

the exchange. . 

The size of the reserves must presumably be based on the view taken of the possible 
contraction of currency (with, of course, an ample margin) that might be required for 
regulating the monetary supplies of the country so as to bring the internal price level into 
accord with those of other gold standard countries. The figures given in para. 9 of 
Memorandum 1 regarding currency expansion suggest that a normal average of something 
under Rs. 25 crores a year might he taken to represent the annual demand for fresh 
currency. The sterling securities, therefore, appear .adequate, altogether apart from the gold, 
to draw” off three years’ average absorption. Light is also shed on the problem by the figures 
of the deposits in India of the Imperial Bank, Exchange Banks, and larger Indian .Joint 
Stock Banks, which in recent years were as shown in the following table : — 


Deposits in Banks in India. 


Year. 

Imperial 

Bank of India. 

Principal Indian 

Joint Stock Banks. 

Exchange 

Banks. 

Total. 


Rs. crores. 

Rs. crores. 

Rs. crores. 

Rs. crores. 

31 Dec. 1919 

75-94 

58-99 

74-36 

209-29 

, 1920 

87*05 

71 15 

74-81 

233-01 

„ 1921 

72-58 

70-90 

75-20 

224-68 

„ 1922 

71*16 

61-64 

73-38 

206-18 

„ 1923 

82*76 

44-43 

68-44 

195-63 


It is suggested that a far smaller deflationary influence than is represented by the sale of 
anything like Its. 80 crores of reverses, would suffice, in any circumstances that can leasonably 
be* foreseen, to readjust Indian currency and credit for the purpose of maintaining the parity 
of the internal price level with gold prices outside. Indeed it may be asked whether the 
contraction, which the present reserves admit, could be effected without jeopardising the 
stability of' the Indian money market as a whole. 0 It will, in any ease, be some years before 
coinage of silver is again undertaken, and if things go well in the next few years, the sterling 
assets of the Currency Note Reserve may he expected to grow, in which case it would 
probably he safe to use the coinage profits either in whole or part for the reduction or 
avoidance of sterling debt, a measure which conserves borrowing power and indirectly acts in 
support of the exchange.t 

(H) The proposed arrangements for the supply of silver seem suitable, subject to the 
policy pursued at any particular time having the approval of the Government’s representative 
on the Board of the Bank. It is assumed that time would he allowed for coinage before the 
Bank demands rupees in exchange for the bullion. 

(I) The view has already been urged that the control of remittances should continue in 
the hands of Government, and the question as to the method of effecting the remit tan ces is 
separately discussed in Memorandum No. 5. 

4. It is now convenient to consider the reconstitution of the reserve on the assumption 
that the rupee will he stabilised at Is 6d., and on the basis of the figures of 30th September 
1925, used in the Indian memoranda. The Paper Currency and Gold Standard Reserve stood 
at that time as follows : — 

( Figures in crores of rupees.) 

Gross G. of I. Sterling Gold Standard 

circulation. Gold. Silver. securities. securities. Reserve. 

189-5 29-7 90-1 43-0 26^7 ~53 

Percentage of gross circulation. 

15-6 47-6 22-7 14-1 

This table assumes that the gain on revaluation of the gold and sterling assets in the 
Paper Currency Reserve will be applied to strengthening the weakest link, that is, the 

* An interesting light on the deflation problem in India is suggested by the figures of deposits in 
India in 1919 and 1920. The year 1920 -was the year in which the Government were se eking t,o 
contract the currency, as far as possible, by sales of reverses aggregating £55 millions. Yet the Bank 
■deposits actually increased. . 

t % Howard, p 30, App. I, Vol. Ill, Appendices to Report of Babington Smith Committee. 

Xi Possibly after a figure of £40 millions lias been reached, half of any subsequent accretions could 
profitably be diverted to capital expenditure ; while when a £50 millions figure is attained, it would in 
my view be safe to utilise for capital expenditure all the receipts, which would otherwise accrue to 
the Reserve- 
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Government of India securities, a natural operation which goes towards undoing the 
writing-up of those securities when the reserve was valued on a 2s. basis in 1920. 

There cannot be a question but that the reserve is of great strength. The metallic ratio 
exceeds 60 per cent. The sterling and gold form approximately 30 per cent. If the silver 
is valued on the basis of 30d. per oz. (standard), the real assets in the reserve represent nearly 
60 per cent, of the gross circulation. The silver holding is higher than is necessary, and it 
is worth considering whether steps should be taken to reduce it somewhat by gradual sales, 
the proceeds being converted into sterling securities. In such a case the natural course 
would be to finance the transaction from the Gold Standard Reserve to which the c oina ge 
profits were credited. But the strength of the Currency Reserve is such that as a new start is 
in contemplation it would be permissible to finance the loss by increasing the Government of 
India’s debt to the reserve. Obviously the proportions in which these two resources might be 
invoked offer room for different opinions. 

Ultimately, no doubt, as rupee absorption continues, silver would have to be repurchased, 
and the question as to whether some sales of silver would be expedient depends in the m a i n 
on the financial results to be anticipated. These, it will be seen from the calculations in 
Appendix III, turn largely on the difference between the selling and buying price of silver. 
It is, in a sense, a speculation in silver. On the whole, it may be doubted whether there is 
sufficient advantage, assuming that the rupee remains unlimited legal tender, in reducing the 
Government’s holding by sales, and whether it will not be preferable to allow the present, 
surplus to be reduced automatically by natural absorption. 

As regards gold, it is evident that so long as sterling and gold are synonymous, a gold 
exchange standard could be worked with a greater or lesser amount of gold, or even with no- 
gold at all as suggested in Sir Basil Blackett’s scheme for a sterling exchange standard. 
If India is to continue to hold some gold despite the cost, it must presumably be on the 
understanding that the gold is for use either for export in support of exchange or for issue as. 
currency in the event of any unexpected crisis. By holding a certain amount of gold India 
pro tanto protects herself against a possible depreciation of sterling, and incidentally the- 
holding of some gold would enable India in an emergency to give some support to sterling, in 
the stability of which she would have a tremendous interest by reason of her large investments- 
in sterling and the important part that sterling plays in the trade of the country. Further, 
apart from any question of sentiment, to which due importance must be attached, the holding 
of gold by Banks of Issue is sanctioned by established practice, and has long been customary- 
in the case of India. If, for these or other reasons, it is considered desirable that India should 
continue to hold gold in the Paper Currency Reserve, different opinions may legitimately exist, 
regarding the amount that should be so held. It is, however, suggested that the amount 
should be carefully regulated and that, except for the purpose of maintaining the statutory 
metallic ratio, India should not in present circumstances aim at holding more than 
Rs. 30 crores of gold, and that interest-bearing sterling securities should be regarded as the 
main backing of an expanded issue. If gold is to be available for issue as local currency it 
will be convenient that there should be minting facilities in India. The Babington-Smith 
Committee preferred the sovereign to a specific Indian coin, but a new factor would be- 
introduced if exchange were stabilised at Is. 6 <£., as at this figure the sovereign would not be 
equivalent to an integral number of rupees. On the whole practical considerations seem to- 
indicate a specific Indian gold coin. 

In the light of the above observations a possible scheme for the reserve might then be 
•established on the following lines : — 

(1 ) The minimum metallic percentage to be ordinarily 40 per cent, of the gross circulation,. 

and the fiduciary issue to be ordinarily limited to 60 per cent., the Bank to have the 
power to increase the invested proportion of the reserve to 70 per cent, on payment of 
a tax which would vary with reference to the degree of excess, e.g. 6 per cent, if the 
metallic ratio is less than 40 per cent, but more than 35 per cent., 7 per cent, if 
the .metallic ratio is less than 35 per cent, but more than 32£ per cent., 8 per cent, 
if less than 32£ per cent, but more than 30 per cent. 

(2) Of the metallic holding Rs. 50 crores to be fixed as the normal maximum of silver 

rupees. It would be necessary to allow* the silver holding to exceed this figure until 
the present surplus had been absorbed. I agree with Sir B. Blackett that there is no- 
need to prescribe a minimum for the silver holding, but it seems a question whether 
it would not be desirable to give the Bank a small share in the profits of the note 
issue in order that they might have some interest in avoiding an excessive holding 
of metal — possibly by allowing a small percentage of the yield on the sterling 
investments beyond the initial figure. 

The metallic reserves would normally be located in India subject to a reasonable 
margin of time for shipments. 

(3) Of the securities in the reserve the rupee securities not to exceed one-third of the gross 

circulation, the Government of India securities to be limited to Rs. 43 crores. 

The object of this provision is to offer scope for the inclusion of an increasing 
quantity of suitable internal bills of exchange of short maturity if the rediscount 
market develops. 

The remainder of the securities to be short-term British or Colonial Government, 
securities expressed in sterling. 
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Assuming that the gold holding is rounded up to Rs. 30 croi'es and that siRei absoiption. 
proceeds, the reserve might eventually be expected to assume the following complexion, which 
.allows for the replacement of silver by sterling securities : 

( Figures in crores of rupees.) 

gold G. of I. Sterling Gold Standard 

circulation. Gold. Silver. securities. securities. Reserve. 

189-5 30 50 43 66-5 53 

Percentage of gross circulation. 

15 -S 26-4 22-7 35*1 

This hypothetical change in the composition of the reserve would lead to an increase of 
about Rs 40 crores in the earning assets, representing ail annual interest gain of about 
Rs. crores. 

5. The question of the restrictions to be placed on the exchange operations of the Imperial 
Bank of India is discussed in Mr. Denning’s Memorandum on the assumption that, subject to 
proper safeguards, it is appropriate to entrust what is primarily a commercial bank with the 
wide public responsibilities involved in the transfer of the note issue without making any 
material change in the character of the business it may undertake. It is obvious that the 
control of the note issue involves the grant of permission to the authority controlling it to 
transfer funds freely between India and London, and there seems no reason in that case for 
restricting the operations to one centre. From this point of view the words “in India” 
in (a) of the conditions set out in para. 17 of Mr. Denning’s Memorandum seem unnecessary. 

6. The question as to the method by which the Government should continue to obtain 
the profits of the note issue, in the event of transfer to the Imperial Bank, is a matter of 
detail which is capable of solution along different lines. There will he practical difficulties 
in fixing a fair percentage to be paid by the Bank for a period of five years on the invested 
portion of the reserve above the fixed minimum which would be free in order to cover the 
cost of administration. Owing to the variable character of rates of discount, any figure 
adopted for five years would almost certainly be to the detriment of one party- or the oilier, 
and involve claims and counterclaims. The suggestion is offered that if the matter is dealt 
with on these lines the percentage rate for each year might be based on the actual rate of the 
previous year, and on the amount of securities held during that year. This leaves over for 
settlement the question of the first year, which could easily be adjusted ex post facto in the 
light of experience. 

7. Reference may here be made to certain banking duties performed for the Secretary of 
State by the Bank of England. 

Under clause 23 (2) of the Government of India Act, such parts of the re venues of India 
as are remitted to the United Kingdom, and all money accruing in the United Kingdom for 
the purpose of the Government of India, has to be paid into an account at. the Bank of 
England. 

Under various East India Loans Acts it is provided that the registers of the loans should 
be kept either at the office of the Secretary of State or at the Bank of England. These 
registers are now kept at the Bank of England. 

The custody of securities held by the Secretary of State is in the hands of the Bank of 
England. The Secretary of State has entered into agreements with the Bank of England — 
(a) in respect of his balance and the printing of currency notes, the agreement not expiring 
until 1921) ; and (b) in respect of the management of the India sterling debt, the agreement 
not expiring until 1930. lire printing of notes will be transferred to India on the expiry of 
the agreement. The relations between the Secretary of State and the Bank of Eng lan d are 
intimate and cordial, and the Bank is in a position to render, and has continuously 
rendered, inestimable services to Indian finance — services which only a bank of the standing 
and authority of the Bank of England could render. 
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Bank of England. 


Date. 

Public 

deposits. 

Other 

deposits. 

Cash (notes 
and coin). 

Percentage 
of cash to 
liabilities. 

Percentage 
of public 
deposits to 
cash. 

Percentage 
of public 
deposits to 
other 
deposits. 

1920. 


£ (millions) 

£ (millions) 

£ (millions) 

Per cent. 

Per cent. 

Per cent. 

15tli December 


19-4 

126-1 

14-0 

9-6 

138-3 

15-4 

1921. 








16th March - 

. 

18-9 

107-2 

18-6 

14-8 

101-3 

17-6 

15th June - 

- 

15-9 

131*1 

193 

13-1 

82-2 

121 

14th September 

- 

151 

129-5 

216 

14-9 

69-5 

11-6 

14th December 

- 

13-8 

140-9 

22-1 

14-3 

62-6 

9-1 

1922. 








loth March - 


18-9 

115-6 

25 5 

18-9 

74-3 

16-4 

14th June - 

- 

17*7 

no-i 

25-4 

19-8 

69-9 

161 

33th September 


10-4 

113-4 

23-8 

19-2 

43-7 

9-2 

13th December 

“ 

10-1 

114-8 

22-7 

18-2 

44-5 

8-8 

1923. 








14th March - 


15-6 

109-5 

243 

19-3 

64*4 

14-3 

13th June - 

- 

11-0 

108-8 

23-2 

193 

47-4 

lO'l 

12th September 

- 

157 

106-5 

233 

19-0 

67-6 

14-8- 

12th December 

- 

11-6 

116-9 

21-5 

16-7 

53-9 

9’9' 

1924. 






1 


12th March - 


19-3 

105-6 

22-8 

182 

84-5 

18-3 

11th June - 

- 

10-7 

122*3 

21-8 

164 

49-2 

8-8 

17th September 

- 

10-4 

111-7 

24-0 

19-7 

41-3 

9'8 

17 th December 


106 

108-8 

22-8 

19-0 

46-4 

97 

1925. 








14th January 

_ 

11-7 

117-9 

22-2 

17-1 

52-6 

9-9 

11th February 

- 

9-6 4 

115-1 

235 

18-8 

40-8 

8-a 

11th March - . 

- 

13-7 

110-5 

24-2 

19-4 

56-7 

12'4 

15th April - 

- 

14-8 

110-3 

271 

21-6 

54-5 

13‘4 : 

13th May 

- 

17-4 

102-2 

25-8 

21-5 

67-6 

17-1 

17th June - 

- 

13-4 

109-6 ' 

31-4 

25*5 

42-6 

12-2 . 

15th July - 

- 

12-6 

115-2 

38-2 

29'9 

330 

109 

12th August 

- 

15-7 

110-7 

38-8 

306 • 

40-6 

14*2 

16th Septeihber ■ 

- 

17'4 

111-0 

37 3 

290 

46’7 

15-7 

14th October 

- 

8-5 

103-4 

32-5 

29-0 

260 

8’2 

18th November 

. - 

151 

106-6 

262 

21-5 

57-6 

14-2 

16 th December 


10-7 

118-3 

20-4 

159 

52-5 

9-0 
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Appendix III.' 5 


(a) Hypothetical result of selling Rs. 15 crores silver until repurchase of same amount is necessitated 
in order to keep silver reserve up to Rs. 50 crores, normal absorption being taken at Rs. 7 crores per 
annum. It will be seen that in the sixth year there is a loss of £927,000, against which interest receipts 
amount to £631,000. The sale price of silver is taken at 30cZ. per standard ounce and purchase price at 
34 d. per standard ounce. 


Period. 

Stock 
at be- 
ginning 
of year. 

Absorp- 

tion. 

Sales at 30 d. per 
standard ounce. 

Purchases at 34 d. 
per standard 
ounce. 

Stock 
at end 
of year. 

Net 

proceeds 

(sales— 

purchases). 

Year’s 
interest 
on net 
proceeds 
at 3 per 
cent. 

Amount 

Proceeds. 

Amount 

Cost. 




Rs. 

Rs 

Rs. 

£ 

Rs. 

£ 

Rs. 

£ 

£ 




crores. 

crores. 

crores. 

millions 

crores. 

millions 

crores. 

millions. 

millions. 

1st year 

- 

- 

90 

7 

5 

2*323 

— 

— 

7S 

2*323 

*070 

2nd year 

- 

- 

78 

7 

5 

2-323 

— 

— 

66 

4*646 

*139 

3rd year 

. 

- 

66 

7 

5 

2*323 

— 

— 

54 

6*969 

*209 

4th year 

- 


54 

7 

— 

— 

3 

1*579 

50 

5*390 

*162 

5th year 

- 

- 

50 

7 

— 

— 

7 

3*685 

50 

1*705 

*051 

■6th year 

- 

- 

50 

7 

— 

— 

5 

2*632 

48 

- '921 

— 












•631 


(Z>) By taking the sale price of silver at 28fZ. and purchase price at 34 d. 9 a loss in the sixth year 
is shown of £1*395 millions against interest receipts of £575,000. 


1st year 



90 

7 

Sales j 

r 

5 

at 2 8cZ. 

2*16? 



78 

2-167 

065 

2nd year 

- 

- 

78 

7 

5 

2 167 

— 

— 

66 

4-334 

•130 

3rd year 

. 

- 

66 

7 

5 

2-167 

— 

— 

54 

6-501 

*195 

4th year 

- 

■ 

54 

7 

— 

— 

3 

1-579 

50 

4-922 

*14S 

5th year 

- 


50 

7 

— 

— 

7 

3-685 

50 

1-237 

*037 

6th year 

- 

- 

50 

7 

— 

— 

5 

2-632 

48 

—1-895 

— 












*575 


One rupee contains j^g standard ounces of silver: — 

(i) Value at 28d. per standard ounce = £0*04335. 

(ii) „ 30 d. „ „ = £0*04645. 

(iii) ,, 34(7. ,, „ = £0*05264. 


If it is assumed that Rs. 15 crores of silver were sold in the course of a few years at an 
-average price of about 29 d. per standard ounce, the amount realised would be approximately 
Rs. 9 crores, leaving a deficiency of about Rs. 6 crores which might be made good by 
increasing the Government of India’s securities in the reserves to Rs. 46 crores and by 
•drawing on the Gold Standard Reserve for Rs. 3 crores. 

The result of such an operation on the reserves is shown in the following figures : — 


Gross 

circulation. 


[Figures in troves of rupees.) 

G. of I. Sterling 

Gold. Silver. securities. securities. 


Gold Standard 
Reserve. 


189*5 30 75*1 46 38*4 

( Percentage of gross circulation .) 

15*8 39*6 24*3 20*3 


50 


While, however, silver bullion was being sold, the absorption of silver currency may be 
presumed to be continuing independently, and for purpose of illustration it may be postulated 
that its place has been taken by sterling securities. In this' case the reserve would present the 
following aspect : — 


Gross 

circulation. 

189*5 


(Figures in crores of rupees.) 

G. of X. * Sterling 
Gold. Silver. securities. securities. 

30 50 46 63*5 

( Percentage of gross circulation.) 

15-8 26-4 24-3 33-5 


Gold Standa 
Reserve. 

50 


The real assets are Rs. 6 crores lower than in the final table of para. 4, as there is no 
■question in this case of a loss on the disposal of silver. 

* See also Appendix 75 (B). 
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APPENDIX 73. 

Memorandum No. 5, on “ Remittances,” submitted by 
Mr. C. H. Kisch, C.B., Financial Secretary, India Office. 

The method of effecting the remittance from Lndia of funds required for the. purpose of 
meeting the needs of the Home Treasury raises a number of points which merit attention. 
The Appendix to this Note sets forth the position as it has developed in recent years. 

2. The system of buying sterling in India, introduced in 1923 to supplement the sales 
of Council drafts, which had necessarily to be sold under different conditions from those 
prevailing before the vrar (vide Appendix), was adopted with reference to special conditions 
when the rupee was linked neither to gold nor sterling at a fixed rate and was a currency 
with a widely fluctuating international value. On the re-establishment of an effective gold 
parity the range of fluctuation will be limited between upper and lower gold points, and so 
far as the question of an undesirable up-rusli of. exchange is concerned (which was the 
origin of the introduction of purchases of sterling in India) it will be an essential element 
in the exchange system that tenderer's of gold should be in a position to obtain rupees 
without limit at the new parity, and/or that rupees should be available against payment in 
sterling at a price corresponding with the upper gold point. 

3. It is suggested that a satisfactory scheme for Government remittances must satisfy tlie 
following tests : — 

(а) It should be so framed as to give Government the prospect of obtaining the best 

price for the rupees sold, consonant with market conditions. 

(б) It should comply with the legitimate interests of those engaged in financing 

Indian trade. 

(e) It should be so framed as to prevent as far as possible tire financial transactions of 
Government from becoming a subject of controversy. 

4. In considering the systems of Council sales and purchases of sterling as hitherto' 
effected, it is important to determine the following two issues : — 

(1) Are public interests better served by a system of open competitive tender or by 

operations of which the intended extent is not announced in advance ? 

(2) Are public interests best served by operations in London or in India, or in both ? 

5. In so far as Government has to remit funds for its own purposes, it is in the position- 
of any private remitter, and if this were a complete description of their position there would 
seem to be no reason why Government should regard itself as being under any restrictions 
in regard to its remittances, either as to place or manner which do not apply to the ordinary 
trader. 

6. The object of a system of public tender is to safeguard the interests of Government 
by securing the freest competition for the rupees on offer, and there does not seem to be 
any convincing reason for thinking that private discretionary operations, of which the 
intended extent is not announced in advance, would, over a prolonged period, produce any 
better result as regards the rate at which rupees are sold. It is reasonable to suppose that 
the sale of rupees on the scale necessitated by the needs of the Home Treasury must, in the 
long run, have a similar effect on the market whether these sales are conducted publicly 
or privately, and in so far as publicity tends to reduce the speculative element, sales by 
public auction should make for stability in the exchange. 

7. In considering this question of public and private operations, the observations in 
para. 5 have a special relevance. The position of Government is not that of an ordinary 
remitter owing to the fact that tlie volume of its transactions give it a preponderating part • 
in the determination of exchange tendencies at any particular moment. The proportion 
between the volume of the Government of India’s exchange operations and the aggregate 
of transactions in the rupee-sterling exchange is probably a unique feature in the relation of' 
any important Government to the exchange market in its currency. These considerations- 
give those engaged in Indian trade a claim to know the action that Government is taking 
in regard to exchange operations much in the same way as the business community in the 
United Kingdom are given immediate information regarding movements of gold to and from 
the Bank of England. 

Though on the whole the system of purchases of sterling appears to have worked 
smoothly so far as trade interests are concerned, there have not been lacking signs that the 
absence of publicity is regarded as a defect.® In this connection reference may be made- 

* Of. remarks by Mr. V. A. Graham at meeting of Associated Chambers of Commerce. Calcutta 
reported in Statesman of 16th December 1925. ” 
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to the following report of some remarks made by the Chairman of the Eastern Bank at the 
annual general meeting of the Bank on 20th March 1925 : — 

“ Referring to the question of exchange, it is necessary to mention a new factor 
which had presented itself in connection with the recent operations of the Indian 
Government. Formerly, Council drafts were sold on this side, and the amount to be 
offered was strictly limited. Of late, however, as a result of pressure in India, the 
Government had purchased sterling on the other side as well. There would be no 
serious objection to that provided the Government publicly announced beforehand 
the amount to be purchased during a fixed period. No such announcement, however, 
was made ; the Government came into the market from time to time, sometimes even 
from day to day, and then suddenly withdrew entirely, thus causing the greatest 
uncertainty as to their future course of action. He had the greatest respect for 
Sir Basil Blackett, who so ably administered and controlled the public finances of 
India, and he was quite satisfied that the practice initiated by him, with the full support 
of many distinguished Indians, was designed, in the view of Sir Basil, to achieve the 
best ultimate result for India. He would point out, however, that when exchange 
operations attained a magnitude so greatly in excess of the actual requirements of the 
Government, so far as one was able to judge, there was an element of danger to 
commercial transactions exposed in such circumstances to factors outside tlie knowledge 
of the exchange banks, who could gauge the requirements of trade and commerce, but 
were quite unable to foreshadow the action of the Government in the exchange market. 
He hoped that the Government would consider the advisability of adopting for their 
purchases in India a procedure similar to that followed in connection with the sale of 
Council hills on this side.” 

Again, the financial correspondent of the Times of India makes the following remarks 
in the issue of 23rd May 1925 : — 

“The opinion prevails in banking circles that Government should announce every 
morning the purchases of sterling made the previous day and that movement of public 
funds should not be kept private. It is contended that the sales of Council hills are 
made immediately public, and that the same procedure should be followed in the case 
of purchases of sterling, the rate and amount of purchase being made public the day 
following the purchase.” 

8. Sales of rupees by open competitive tender place all parties in the same position and 
are a safeguard to Government against any possible question in regard to their extensive and 
predominating exchange operations. On the other hand, to operate in a more or less private 
manner may, on occasion, invite comment and endanger the full confidence that is a vital 
asset to Government in its financial transactions. 

9. Experience has shown that sterling remittances can be effected at satisfactory rates 

on an extensive scale either in India or in London. If the view is held that it is desirable 
that remittance operations should be conducted by open tender, with the publicity 
characteristic of the sales of Council drafts, the question of the seat of operations has to he 
considered. Two points may be noted : (1) Sales in India 0 involve the correlation of 

demands from various centres remote from each other and the headquarters of Government. 
This cannot be as simple or expeditious as the receipt and disposal in London of tenders 
from the head offices of the Exchange Banks and other leading institutions and firms 
generally situated in close proximity to the Bank of England. Further, in the case of 
Council sales in London, rupees are not issued until the Secretary of State in Council has 
been paid in sterling. In the case of purchases of sterling in India, the rupees are credited 
before the sterling has been paid over to Government. It is therefore necessary to discriminate 
in such purchases, and the area of competition is thus not so wide as in London, where 
drafts are open to tender by all without distinction. 

10. Reference may here be made to the measures required when exchange weakens to 
the lower gold point — a matter on which some further observations are offered in para. 4 
of the note on the future control of the Paper Currency. The Royal Commission of L913-4 
advised that the Government of India should make a public notification of their intention to 
sell bills in India on London at a price corresponding to the lower gold point, whenever they 
were asked to do so, to the full extent of their resources. This view was endorsed by 
the Babington-Smith Committee, who also approved the practice of offering telegraphic 
remittances, as was first done in connection with certain sales at the outbreak of the war. 
The Committee recommended (para. 62 of Report) that the Government of India should be 
authorised to announce, without previous reference to the Secretary of State on each occasion, 
their readiness to sell weekly a stated amount of Reverse Councils (including telegraphic 
transfers) during periods of exchange weakness, the rate being based on the cost of shipping 

* It is worth mentioning that sales of sterling by the Exchange Banks in India, as hitherto- 
conducted, are understood normally, or at any rate on occasions, to involve the payment of a. commission 
by the seller to a broker. This does not arise in the case of sales of rupees through the medium of 
Council drafts. 
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gold from India to London. In the announcement issued by the Government of India* on 
2nd February 1920 (see page 11 of Memorandum 1), effect was given to this .proposal 
in the following terms : — “ fn accordance with the Committee’s recommendations, the 
Government of India will, when occasion requires, offer for sale stated weekly amounts of 
sterling reverse drafts on the Secretary of State for India (including immediate telegraph 
transfers).” It is desirable that the present Royal Commission should consider whether the 
decision embodied in the above quotation sufficiently ensures that the exchange value of 
the rupee will be maintained at the appropriate level. The proper working of the gold 
exchange standard, as developed in India, implies that rupees will be obtainable at' a pxice 
corresponding to the upper gold point without limit. A complementary condition for the 
perfect working of the system implies that remitters should be able to obtain gold or 
sterling exchange at a price corresponding with lower gold point, also without limit. Hitherto 
Government have not taken upon themselves this last responsibility, and so long as, the offers 
of sterling (or gold) at any time are limited the restriction on the amount may result 
in the market rate of exchange falling below the correct parity. An opportunity for 
reconsidering this question is presented by the improved prospects of economic stability 
in conjunction with the present strength of the gold and sterling reserves, of which the 
amount on 31st December 1925 was as follows : — 

£ 

(а) Sterling securities in the Paper Currency Reserve (nominal value) - 29,285,000 

(б) Sterling securities (market value) and cash in the Gold Standard Reserve - 40,000,000 

(c) Gold in Paper Currency Reserve in India - - - - 22,318,000 


Total - - - £91,603,000 

The amount under (a) consists entirely of British Treasury Bills. Present-day policy 
aims at maintaining the Gold Standard Reserve in a high stage of liquidity, and of the 
amount under (b) £9,045,000 represents British Government securities, with maturity not 
exceeding in any case three months, whereas the balance of the reserve is in the form of 
securities with ready marketability. It would mark a definite advance on the pre-war 
position if the Commission see their way to advising that the time has come for Government 
to announce its readiness to sell reverse drafts without limit at the price corresponding to 
gold export point. In such a case the arguments for holding the reserve in a highly liquid 
form would derive increased cogency. 


Appendix. 

Recent developments in the system of Government Remittances. 

Before the war the main method by which the Secretary of State was placed in 
funds was by sale by open tender of Council drafts® (that is, drafts on India) at 
the Bank of England. Subject to modifications necessitated by war conditions, as 
described in the Babington-Smith Committee’s Report, the same system was 
maintained during the war. Remittances were occasionally effected by the shipment 
of gold from India, but the amount of such shipments was small, and one of the 
objects that the Secretary of State kept before him in regulating his drawings was to 
avoid the necessity and expense of gold shipments. 

The history of the sale of Council drafts will be found in Appendix VII to the 
Report of the Royal Commission of 1913-14, and a copy of the regulations of 1915 
(containing the pre-war conditions) and of 1924 (the latest form) are reprinted as 
Annexure A to this note. 

The rules now in force differ in two important respects from those in force 
before the War. . First, they do not provide for the sale of intermediate drafts 
which were habitually sold, if required by trade, between the regular weekly 
auctions. Intermediate drafts were suspended in December 1916, and no question 
of their revival could arise until the resumption of the sale of Council drafts 
in January 1923. (Since the resumption the place of intermediates has been taken 
by purchases of sterling in India as explained below). Secondly, there is no- 
provision for the sale of rupees without limit at a price corresponding to upper gold 
point, owing to the abnormal' exchange conditions under which sales have been 
recently conducted. 

During, the period of stable exchange, the system under which Council drafts 
were sold in London satisfactorily met the needs of Government and trade, and it is 
noteworthy that die fundamental principles on which the system was conducted 
were not called into question either by the Royal Commission of 1914 or by the 
Babington-Smith Committee of 1919. (See para. 61 of Report.) 

including °° UteXt otherwise squires, the term “draft” should he understood as 
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2. In considering the question of the methods by which the funds required by the 
Secretary of State for the discharge of his liabilities should be drawn from India, it 
is necessary to distinguish between the abnormal conditions of the last few years 
and the situation as it may be expected to be when the rupee again has an effective 
stabilised international value. 

Between the date of the publication of the Babington-Smith Committee’s Report 
aud January 1923, there were no sales of Council drafts in London, as explained in 
para. 30 of Memorandum No. 1. When the Secretary of State decided in January 
1923 to reopen sales, market conditions were uncertain, and the question of 
regulating remittances so as to admit of substantial drawings from India, and at 
the same time avoid unsettling trade, gave rise to much consideration. It was then 
decided, at the instance of the Government of India, to supplement the weekly 
sales of Council drafts by purchases of sterling in India, rupees being sold by 
the Government of India, through the Imperial Bank, to the Exchange banks against 
telegraphic transfers of sterling to be placed to the credit of the Secretary of State in 
London at the Bank of Eugland, via the London office of the Imperial Bank. The 
extent of the proposed remittances by sterling purchases in India, or the rates at 
which Government was prepared to effect them, were not announced in advance, nor 
were tenders invited. Government’s operations were discretional, the guiding 
principle being to secure remittance on a substantial scale, and at the same time to 
avoid, as far as possible, excessive fluctuations in the rate of exchange.® 

3. The following table exhibits the amount of remittances in Ihe years 1922-23, 
1923-24, 1924-25, and for the first nine months of 1925-26, distinguishing between 
amounts drawn by’ Council sales and by purchases of sterling : — 

TABLE. 


Remittances by the Government of India to the Secretary of State for India 

since 1922-23. 


Year: 

Sales of bills 
and telegraphic 
transfers on India 
by Secretary 
of State. 

Purchases of 
sterling in India 
by the Government 
of India. 

Purchases by the 
Secretary of State 
of proceeds of loans 
raised in London 
by Indian public 
bodies. 

Total remittances. 

t 

1922- 23 

1923- 24 

1924- 25 

1925- 26 (9 months) - 

£ 

2,570,026 

8, 738,705 
7,579,162 
Nil 

£ 

70,000 

13.100.000 

33.191.000 
37,566,500 

£ 

2,126,210 

1,302,959 

700,000 

Nil 

£ 

4,766,236 

23,141,664 

41,470,162 

37,566,500 


From January 1923 to December 1925, the total remittances effected by purchases 
of sterling amounted to £83,927,500 while the corresponding figure in respect of 
remittances by Council drafts (including sterling taken over from Indian public bodies 
borrowing in London) was £23,017,100. In this connection two points may be noted : 
first, when exchange movements have been wide and market prospects uncertain, it was 
considered inconvenient to maintain offers of Councils unless conditions definitelypointed 
to an active demand for rupees at rates that commended themselves to Government. 
Council drafts were sold during 6 weeks from January, to March 1923, 31 weeks 
in 1923-24, and 17 weeks in 1924-25. Secondly, it was decided in October 1925 that, 
for the 'time being, remittances should not be effected below the rate of 1*. 6 ^d. 
(a figure corresponding closely to upper gold point on the basis of a la. 6g0 gold 
rupee), and to meet all demands for remittance that might be forthcoming at this 
figure without, making any binding announcement on the matter. Under these 
conditions the normal competitive element inherent in the tender system would be 
lacking and there' would have been no point in instituting any formal offer of Council 
drafts. Under pre-war conditions the theii standing offer of • unlimited Councils at 
upper gold point would have operated (vide para. 11 of Annexure (i)). In these 
circumstances on the 21st, October the Secretary of State addressed the following 
telegram to the Government of India : — 

“ A decision having been arrived at as to the rate at which Government 
remittances should be effected for the present, I have had under consideration 

* Copies of despatches exchanged between the Secretary of State and the Government of India in 
1923 will be produced if the Commission so desire. 
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the question whether, in accordance with practice in recent years in the busy 
season, it would now he expedient to reopen sales of Councils. ■ 

“ The decision, however, not to remit below the definite figure of la. 
for the time being, and, without making any public commitment to this effect, 
to meet all demands for rupees at this ligure, makes the position exceptional, 
and, as during the continuance of this situation the invitation for competitive 
tenders for Councils would lack reality, I have decided not to take any action at 
present. Should it appear expedient at any time, the question will be 
reconsidered. The general question of the most suitable methods under 
normal conditions of making remittances is, you will understand, left untouched 
by this decision. This is a matter on which the Royal Commission on 
Currency will no doubt report. This refers to my telegram of the 14th 
October.” 


Annexure. 

Sale of Bills and Telegraphic Transfers on India. 

(i) 1915 Regulations containing the pre-war conditions. 

In supersession of previous notifications, the Secretary of State for India in 
Council publishes the following particulars as to the method of selling Bills and 
Telegraphic Transfers on India : — 

Sale of Bills. 

1. The Secretary of State for India in Council is prepared to allot on Wednesday 
in each week Bills of Exchange on the Government of India, the Government of 
Madras, or the Government of Bombay of an aggregate amount not exceeding that 
announced in a notice which will be previously exhibited at the Bank of England. 

2. Tenders for such Bills will he opened at the Bank of England on each 
Wednesday at 1 o’clock. 

3. Tenders must be made on forms which can be obtained on application at the 
Chief Cashier’s Office at the Bank of England. They must be delivered, under cover, 
at the said office. 

4. Any tender 'may be for the whole amount shown in the announcement or for 
any portion thereof not being less than Rs. 10,000. The amount of the tender or 
tenders submitted by or on behalf of any one person, firm, or company must not in 
the aggregate exceed the amount shown in the announcement. Tenders which 
appear to the Secretary of State in Council to be submitted in direct or indirect 
infringement of this rule will he rejected. 

5. Each tender must state the rate of exchange at which the applicant is prepared 
to purchase a Bill or Bills of the amount for which he tenders or any less amount that 
may he allotted to him. The rate of exchange must be expressed in pence, or in 
pence and a fraction of a penny, per rupee ; any fraction that is used must be either 
one thirty-second of a penny or a multiple of one thirty-second of a penny. 

6. In the event of two or more tenders being made at the same rate, ancl the 
amount to be allotted being less than the amount of both or all, a pro rata allottaent 
will ordinarily be made, subject to the condition that no Bill will be granted for a 
less amount than Rs. 5,000. 

7. As soon as practicable after the opening of the tenders the result will be made 

known at the Bank, and the maximum amount to be allotted on the following 
Wednesday will ordinarily be announced at the same time. & 

8. On Wednesday afternoon persons who have tendered will, on application at the 
Chief Cashier’s Office, he informed whether any allotment has been made to them. 

9. Payment for Bills allotted on a Wednesday must be made on or before the 
following Tuesday. 

10. Those applicants to whom an allotment of Bills has been made will he 
furnished with a form to be filled up with the particulars of the Bills desired, which 
must be left at the Chief Cashier’s Office before 12 o’clock on the day preceding that 
on which the Bills are required ; the Bills will be delivered next day on payment in 
cash not later than 2 o’clock. 



APPENDIX 73. 


487 


11. In addition to the tenders mentioned above for Bills to be allotted on 
"Wednesdays at 1 o’clock, applications may be made on any Wednesday ' after the 
result of the allotment has been announced (but not later than 3 o’clock), on Saturday- 
between 11 and 12.30 and on any other day between 11 and 3, at the Chief Cashier’s 
'Office of the Bank of England for intermediate Bills drawn on the Government of India,, 
the Government of Madras, or the Government of Bombay. No pledge can be given 
that such applications will be complied with ; but, if intermediate Bills are granted, 
the following condition will be observed, viz., that if, at the preceding allotment. 
Bills have been allotted to the full amount previously announced, intermediate Bills 
will only be granted at rates exceeding by at least one thirty-second of a penny per 
rupee the minimum price at which an allotment was made. If, however, the minimum 
price has exceeded Is. 4^d. the rupee this condition will not be enforced, as the' 
Secretary of State in Council is prepared to sell until further notice intermediate Bills 
At Is. 4 ^d. the rupee. 

12. If an intermediate Bill is granted on a Tuesday, payment must be made on the 
same day ; if a Bill is granted on any day other than Tuesday, payment must be made 
mot later than the following Tuesday. 

Sale of Telegraphic Transfers “ Immediate ” and.“ Deferred .” 

13. Applications for Telegraphic Transfers on the Government of India, the 
•Government of Madras, and the Government of Bombay, will be received on behalf of 
the Secretary of State for India in Council at the Chief Cashier’s Office at any time 
between 11 and 3, except on Saturdays, when the hours are from 11 to 12.30. Those 
which are received on Wednesday before 1 o’clock will be opened at the same time as 
the tenders for the weekly allotment of Bills ; and, if transfers are then granted, the 
fact will be announced at the same time and in the same manner as the allotment of 
Bills. Transfers will be granted only in thousands of rupees, and in no case for less 
than one l akh ; except that an applicant to whom a transfer has been granted at the 
time of the weekly allotment of Bills may be allowed an additional transfer of an 
.amount (in thousands of rupees) less than one lakh, provided that such additional 
transfer is paid for (at the price fixed for the time being by the Secretary of State in 
•Council) on the same day as the transfer originally granted. Applicants tendering on 
Wednesday before 1 o’clock both for Bills and transfers may, if they wish it, insert in 
their tender for transfers a request that, if that tender be not sufficiently large to 
secure an allotment of one lakh of rupees, it may be increased to the necessary extent 
.by reduction of .their tender for Bills. 

14. If a transfer is granted on a Tuesday, payment must be made on the same 
•day ; if a transfer is granted on any day other than a Tuesday, payment must be made 
not later than the following Tuesday. 

15. The necessary telegram to enable the amount of a transfer to be issued to the 
recipient in India will be despatched on the day on which payment for the transfer is 
made at the Bank of England. Immediate transfers will be payable in India on the 
• day following the issue of the telegram ; deferred transfers will be payable 16 days 
..after the issue of the telegram. 


General. 

16. The sales of Bills and Telegraphic Transfers, and the rates at which they 
have been made, will be from time to time announced at the Bank of England, and 
the total amount sold up to date since the 1st of April, with the sterling realised, will 
ibe similarly announced on each Wednesday morning at 1 1 o’clock. 

17. The Secretary of State in Council, while making this announcement as- 
regards the practice to be ordinarily pursued, reserves to himself the right of 
rejecting the whole or any part of any tender and of departing in any respect without 
previous notice from the foregoing terms should circumstances render it expedient. 

Special Notice. 

Persons or firms applying for Bills or Telegraphic Transfers are hereby notified'- 
•that by virtue of the provisions of Acts 22 Geo. III., cap. XLV., Section 10, and 
41 Geo. ILL, cap. LIL, every allotment of such Bills or Telegraphic Transfers is 
.made subject to the express condition that no Member of the House of Commons be* 
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admitted to any part or share therein, or to any benefit to arise therefrom. _ r lhe- 
Statute does not apply to contracts entered into by incorporated trading companies in 

their corporate capacity. 

India Office, 

22nd February 1915. 


(ii) 1984 Regulations (the latest form). 

The Secretary of State for India in Council offers for sale on Tuesday,, 
30th September 1924, Bills of Exchange and Telegraphic Transfers (Immediate and 
Deferred) on the Government of India, to the amount of fifty lakhs ot rupees, 
payable at Calcutta, Madras, Bombay and Karachi. This and any subsequent sales 
will, until further notice, be regulated by the following conditions. 


Conditions ©f Sale. 

] . Dates of sales and the aggregate amount to be offered on each occasion will be 
announced iu a notice exhibited at the Bank of England. 

2. Tenders will be opened at the Bank of England on I uesdays at 1 o clock. 
They must be made on forms which can be obtained on application at the Chief 
Cashier’s Office at the Bank of England. 

3. An y tender may be for the whole of the amount shown in the announcement,, 
or for any portion thereof which in the case of a Bill is not less than 11s. ] 0,000, and 
in the case of a Transfer (Immediate or Deferred) is a multiple of Rs. 1,000 and not 
less than Rs. I lakh.. The amount of the tender or tenders submitted by or on behalf 
of any one person, firm, or company must not in the aggregate exceed the amount, 
shown in the announcement. Tenders which appear to the Secretary of State in 
Council to be submitted in direct or indirect infringement of this rule will be rejected. 

4. Each tender must state the rate of exchange at which the applicant is 
prepared to purchase the amount ior which he tenders therein or any less amount 
that may be allotted. The rate of exchange must be expressed in pence, or in pence 
and a fraction of a penny, per rupee ; any fraction must be either one thirty-second 
of a penny or a multiple thereof. No announcement wall be made of the minimum 
rate at which tenders will be accepted. 

5. Tenders for Immediate Telegraphic Transfers will rank for allotment with 
tenders at -£. 2 d. lower for Bills and Deferred Telegraphic Transfers. When a pro rata 
allotment is made, no Bill will ordinarily be granted for a less amount than Rs. 5,000, 
and no Telegraphic Transfer for a less amount than Rs. 1 lakh. Applicants 
tendering both for Bills and Transfers may, if they wish, insert in their tender foi'- 
Transfers a request that if that tender be not sufficiently large to secure an allotment 
of one la kh of rupees it may be increased to the necessary extent by reduction of 
their tender for Bills. 

6. On Tuesday afternoon tenderers will, on application at the Chief Cashier’s. 
Office, be informed whether any allotment has been made to them. 

7. Payment, for Bills and Transfers must be made before the Tuesday next after- 
the day of allotment. 

8. Applicants to whom an allotment of Bills has been made will be furnished' 
with a form to be filled up with the particulars of the Bills desired, which must be- 
left at the Chief Cashier’s office before 12 o’clock on the day preceding that on which 
the Bills are required ; the Bills will be- delivered next day on payment in cash not. 
later than 2 o’clock. 

9. When a Telegraphic Transfer has been allotted the necessary telegram 
authorising payment in India on demand will be sent on the day on which payment; 
for the Transfer is made at the Bank of England. Immediate Transfers will be- 
payable in India on the day following the issue of the telegram ; Deferred Transfers, 
will be payable 16 days after the issue of the telegram. 

10. Subject to further notice uo “ intermediate ” Bills or Telegraphic Transfers- 
•will be offered for sale by the Secretary of State in Council. 

11. The Secretary of State in Council reserves the right of rejecting the whole Or 
any part of any tender, and of departing in any respect without previous notice from 
the foregoing terms should circumstances render it expedient. 



APPENDIX 73. 


489 


SPECIAL NOTICE. 

Persons or firms applying for Bills or Telegraphic Transfers are hereby notified 
•that by virtue of the provisions of Acts 22 Geo. 111., cap. XLV., section 10, and 
41 Geo. III., cap. LTI., evei-y allotment of such Bills or Telegraphic Transfers is mad© 
■subject to the express condition that no Member of the House of Commons be 
admitted to any part or share therein, or to any benefit to arise therefrom. The 
Statute does not apply to contracts entered into by incorporated trading companies in 
their corporate capacity. 

India Office, 

23rd September 1924. 


APPENDIX 74. • 

Note submitted by Mr. C. H. Kisch, C.B., Financial Secretary to the 
India Office, entitled “ Some considerations suggested by a review 
of the events of 1920 with reference to banking development 
in India.” 

The year 1920 was in many ways exceptional in the economic history of India as 
it was in the case of other countries. The year saw the attempt to establish the 2s. 
(gold) rupee, the revaluation of reserves on the new basis, and the eventual 
abandonment of the policy of active support to the exchange. 

The events of the year may usefully be studied with regard to the lessons they 
■can teach for future guidance. They bring out in a clear light certain difficulties, 
which, at any rate for a long time to come, may be expected to emerge if the Indian 
■currency system is exposed to a severe test. 

First, it is necessary to remove a source of complication, arising from the fact 
that the currency note reserve was revalued in October 1920 on a 2s. basis. It is 
■convenient, for the purpose of unravelling the facts, to reconstruct the paper currency 
reserve on a 2s. basis in exhibiting the figures for 31st December 1919 for purpose of 
•comparison with the position on 3Lst October 1920, when adjustments connected 
with the sales of Reverses were completed. If this is done the constitution of the 
reserve at the end of 1919 and at the end of October 1920 compares as follows : — 


Paper Currency Reserve. (Rs. 15 = £1.) 

( Figures In lakhs of Rupees .) 




Reserve. 

Date. 

Gross note 
circulation. 

i 

Gold. 

Silver. 

Rupee 

Securities. 

British 

Government 

Securities. 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

31st December 1919 

1,82,91 

26,47 

43,67 

57,77* 

55,00 

31st October 1920 

1,59,58 

23,75 

59,41 

68,07 

8,35 

Difference - 

—23,33 

-2,72 

+ 15,74 

+ 10,30 

— 46,65 


# Balancing figure. 


The actual currency contraction in the first ten months of 1920 as exhibited by 
.the change in the reserve was : — 

Notes - Rs. 23 ' 33 crores. 

Silver • - - - Rs. 15'74| „ 

Rs. 39-07 „ 

t The amount corresponds to the net return (Rs. 14*87 crores) of rupees and half rupees in the first 
nine months of 1920, as shown in Statement VIEI of the Controller of Currency’s Report for 1920-1. 

The decrease in the currency reserve gold holding of Rs. 2*72 crores is not 
regarded as expansion, inasmuch as the gold was not available for purposes of 
-currency. 
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The amount received in India in payment for Reverses sold in the period (January 
to September) was Rs. 46 ■ 93 crores, and the net reduction in the gold holding represented 
a contracting power of Rs. 4 ‘08 crores, on the approximate hasis of the selling piice 
of gold at the time. The extent to which these transactions desiderated currency 
Contraction was thus Rs. 51 '01 crores. This may be compared with the actual 
Contraction effected of Rs. 39*07 crores as set out formally in the following table : 


Rupees received for sterling 
sold 

Net reduction of gold (at 
Rs. 15 per £) 

Contraction desiderated - 


(Figures in Rs. crores.) 

Contraction effected 
46 ' 93 Deficiency — 

Issue of ad hoc Treasury bills - 
4'08 Adjustment for gold at Rs. 15 - 

Difference between rupee 

51 '01 receipts for Reverses - 46*93 
and sterling withdrawn 46 ’ 65 


- 39*07 


10'30 

1*30 


*28 

— 11*94 


51'01 


The sum of Rs. 11 "94 (say 12) crores represents in effect an appropriation to 
Treasury oE funds which, having been received from the public in exchange for 
sterling or gold held in the reserve, should strictly have been appropriated to the 
reserve. 

The figure may be regarded as roughly measuring the amount by which the due- 
contraction was avoided in connection with the operations of 1920. Still, it has to be 
noted that actually Rs. 39 crores of currency contraction was effected. 

The effect of this deflation on the banking position in India in 1920 may now be 
examined. The relevant figures of bank deposits and cash balances are shown in the- 
tables that follow : — 



Presidency Banks. 

Exchange Banks. 

Principal Indian Banks. 

Date. 

Deposits. 

Cash. 1 
balances.' 

Percent- 

age. 

Deposits. 

Cash 

balances. 

Percent- 

age. 

Deposits. 

Cash 

balances. 

Percent- 

age. 

31st Dec. 1919 - 

75-9 

236 

311 

74-4 

i 

30 

40-3 

59 

12-2 

20-7 

31st Dec. 1920 - 

87 

26 

29-9 

74-8 

25-2 

33-7 

71*1 

16-3 

22-9 


All Banks. 


Date. 

Deposits. 

Cash 

balances. 

Percentage. 

31st December 1919 

- 

- 

209-3 

65-8 

3L-4 

31st December 1920 

- 

- 

232-9 

67-5 

29-0 


Here we may note : — 

(1) that the aggregate deposits of the Presidency, Exchange, and principal Indian 
Joint Stock Banks increased by Rs. 23^- crores in the year 1920 ; 

(2) that of these Rs. 23£ crores additional deposits, about half accrued to the 
Presidency Banks, and half to the Indian Joint Stock Banks, while the deposits of the 
Exchange Banks were practically unaltered ; 

(3) that there was a small decline in the cash percentage in the case of the banka 
as a whole and a ^larger decline in the case of the Exchange Banks, whose position 
was presumably influenced specially by the sale of reverse councils. 

On the above statistics it seems impossible to resist the. conclusion that such 
currency deflation as was achieved through the sale of Reverses was partially 
countered by the expansion of bank credit. 
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The discount policy of the Presidency Banks is illustrated in the following 
table : — 


Discount Rates of the Presidency Banks in 1920. 


Date. 

Bank of Bengal. 

Bank of Bombay. 

Bank of Madras. 

Rates at beginning 

5 

5 

6 

of 1920. 




•T anuaiy 

6 (14th) 

6 (22nd) 

7 (31st) 

February 

7 (11th) 

7 (4th) 

8 (14th) 

April 

— 

8 (8th) 

— 


— 

9 (22ndl 

— 

May - 

— 

8 (13th) 

9 (1st) 


— 

7 (27th) 

— 

June 

6 (10th) 

6 (16th) 

8 (19th) 

July 

5 (1st) 

5 (31st) 

7 (10th) 


— 

— 

6 (24th) 

November - 

6 (4 th) 

6 (4th) 

— 


7 (18th) 

7 (12th) 

7 (12th) 


These rates might appear not to indicate any such exceptional efforts to control 
credit as might have been expected at a time when exchange was falling and 
currency contraction was being effected. But according to the report of the 
Controller of Currency on the year 1920-1, the 5 per cent, rate which ruled for a 
period in the summer “ can hardly be considered a true index of the state of the 
market,” and the average rate for accommodation in the bazaar, as calculated from 
the shroffs’ discount rate for traders’ bills,, ranged in the year from 8 to 11 per cent. 
Moreover, the Controller of Currency observes that : “ The continued demand for 
remittances in the early months of the year, and the large amount of reverse councils 
offered to the public, created a fictitious stringency in the market which is reflected 
in the bank rates.” The average rate of the Bank of Bengal for the year was about 
^ per cent, higher than the average for the two previous years, while the average 
increase was greater in the case of the Bank of Bombay. 

Mr. Denning, in his note on the sale of reverse councils in 1920, observes that : 

“ The currency was not contracted to the full extent of the amount realised by the 
sale of reverse councils, as it was feared that the money stringency which would have 
resulted might have seriously dislocated business generally.” These remarks must 
of course be applied to the banking position, and it must be accepted that the view of 
the authorities at the time was that the advantages, from the point of view of exchange, 
of creating a greater stringency in the money market, were likely to be more than 
counterbalanced by the anticipated detriment to trade and business. The facts set 
forth above bring those who are faced with the task of devising and working the 
Indian currency system up against a fundamental difficulty, that is, the inability, in 
the case of Indian conditions, to secure credit contraction on the scale and with the 
promptness that may be required to keep the situation in control. 

Undoubtedly there were factors at work in 1920 which made it difficult to enforce 
greater contraction of currency and tended to the expansion of bank deposits. It is 
worth noting : — 

(1) that there was a heavy revenue deficit which for 1920-1 came out at 

Rs. 26 crores, and a large exchange loss outside the revenue account to be 
financed ; 

(2) that there was a large outstanding amount of Indian Treasury bills with 

the public, the renewal of which would have become increasingly onerous 
as stringency increased ; 

(3) that the acquisitions of gold for sale to the public, which was credited to 

the paper currency reserve against the issue of notes, tended, in the 
first instance, to maintain the cash balances of the Presidency Banks ; 

H 
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(4) that the sale of reverse drafts, in so far as this did not involve corresponding 
currency contraction (as explained above), tended in the same direction 
as (3) ; and 

■contra (5) that the sales of gold which in the year amounted to £33J- millions 
(sovereigns weight; tended to displace currency in the hands of the public 
and facilitated the contraction of the note issue. 

While some of the above factors no doubt had an inflationary tendency, it is 
difficult to assert with any confidence that the situation would have been susceptible 
of more rigorous control had they been absent, because the limit of deflation was set 
by the anticipated reaction of an increased stringency on business. This factor is 
likely to be the dominant consideration in the future also, if a severe crisis of a 
similar type arises, and the facts will not be altered by any change in the agency 
■charged with the task of applying the screw. Indeed, if this duty were entrusted 
to a bank whose main interests are commercial the effort to hold the fort may be less 
sustained than when undivided responsibility lay with the Government. The 
argument points to the desirability of creating, if possible, a genuine Central Bank, 
whose functions are closely circumscribed. 

Certain suggestions emerge from this review of the events of 1920 which may be 
worth recording by reason of their bearing on future policy** : — 

(1) If at any time Government remittances are suspended on account of exchange 

weakness, and cash balances at the bank remain high, tending towards 
expansion, the desirability of drawing on the cash balances for the 
contraction of the note issue should be kept prominently in mind. 

(2) Reverse drafts should not ordinarily be met from Borne Treasury balances, 
as the volume of currency in India is not thereby reduced. The sale of 
drafts should at once be brought to the debit of .the sterling reserves, 
involving corresponding contraction in India. 

(3) The extent of possible contraction at any given period of strain will be 
determined not so much by the strength of the sterling reserves as by the 
capacity of trade and business to endure the stress. 

(4) A central bank in India, if charged with the duty of credit and currency 

control, will be working, owing to the undeveloped conditions of credit, 
under serious disadvantages as compared with central banks in countries 
with a highly developed credit organism. It is desirable to fortify the 
bank in every possible way and to protect it, so far as may be, from the 
risks involved in responsibilities, to the due discharge of which conditions 
in India are at present imperfectly suited. 

(5) It is desirable that central banking in India should advance on cautious 

lines which take account of the special factors prevailing in India, and that 
the close association of Government with the central bank should be 
definitely recognised as an important element in the maiutenance of a 
sound currency and exchange system. 


APPENDIX 75. 

Supplementary Notes and Statements submitted by Mr. C. H. Kis ch, 
C.B., Financial Secretary, India Office. 

(A) Note on “ Suggested draft of lines on which a Gold Standard may be embodied 

in statutory form for India,” as explained in Mr. Kisch’s evidence. 

(B) Note on “ Suggested sales of Silver Bullion from the Currency Reserve,” furnished 

by Mr. C. H. Kisch in amplification of the tables in Appendix III of his 
Memorandum No. 4 (Appendix 72). 

■(C) Statement showing the monthly balances and interest receipts of the Home 
Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 

(D) Statement showing the estimated and actual Home charges and the method of 
financing them during the four years 1921-2 to 1924-5. 

■ * The actual application of these suggestions will vary according as the responsibilities for currency 
control rest mth Government or are transferred to a central bank. 
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(A.) 


Not$ on “ Suggested draft of lines on winch a Gold Standard may be embodied in statutory 
form for India,” as explained in Mr. Eisch’s evidence. 


1. The Bank shall receive from any person making a demand at the head office 
in Calcutta or Bombay, or at any other office of the Bank which may be notified by 
the Bank for the purpose in the Gazette of India, gold bullion or gold coin which is not 
legal tender in India in exchange for Government rupees or bank notes at the rate of 
x grains troy of fine gold for Re. 1, subject to conditions to be notified by the Bank in 
the Gazette of India with the previous approval of the Governor-General in Council. 

2. The Bank shall sell to any person in India who makes a demand in that behalf 
at the head office in Calcutta or Bombay or at any other office of the Bank which may 
be notified by the Bank for the purpose in the Gazette of India, and pays the purchase 
price in any legal tender gold at the rate of x grains troy of fine gold for Re. 1, or at 
the option of the Bank an equivalent amount of gold exchange payable in any country 
outside India approved by the Governor-General in Council, and maintaining a free 
gold market, subject to the following conditions, viz. : — 

(a) No single demand for gold or gold exchange shall represent a less value in 

gold than approximately 400 ozs. of gold. 

(b) The “ equivalent amount of gold exchange,” referred to shall be a sum in 

foreign currency calculated by the Bank, subject to the approval of the 
Governor-General in Council, to represent the standard price of x grains 
of fine gold in the country outside India concerned, less a percentage 
representing the normal charges of a remittance of specie from India to the 
country concerned. For this purpose the Bank shall notify in the Gazette 
of India, with the previous approval of the Governor-General in Council, the 
country or countries upon which gold exchange shall be issued and the rates 
of gold exchange per rupee. 


(B.) 

Note on “Suggested Sales of Silver Bullion from the Currency Reserve,” furnished by 

Mr. C. H. Eisch in amplification of the tables in Appendix HI of his Memorandum 

No. 4 (Appendix 72). 

Two statements are attached, showing the result of an hypothetic sale of Rs. 1 5 
crores of silver rupees on certain assumptions regarding the repurchase later of the 
coin equivalent of the amount sold. 

Both statements contemplate that the metallic proportion of the note reserve 
will be maintained at 40 per cent, and take as their basis a gross circulation of 
Rs. 190 crores — i.e. approximately the issue outstanding at the end of September 1925. 

Each statement assumes that a half-year’s interest is earned on the sale proceeds 
of silver in the year of sale and lost in the year of repurchase. Gold added to the 
reserve to maintain the metallic ratio at 40 per cent, is assumed to be provided from 
sale of sterling securities and thus involves a loss of interest, a loss of half a year’s 
interest being taken in the year in which the gold accretion takes place. Interest 
is reckoned throughout as 3 per cent, compound. Both statements assume that 
silver is sold at 30 d. per ounce standard and repurchased at 34<2. per ounce 
standard. A larger difference would of course exhibit the project in a more adverse 
light. 

It will be observed that : — 

(1) Statement A, which assumes the maintenance of the rupee holding at about 

20 per cent, of the gross circulation, shows a net loss of £200,000 at the end 
of the seventh year. 

(2) Statement B, which assumes the maintenance of the rupee holding at about 

17^ per cent, of the gross circulation, shows a net loss of £313,000 at the end 
of the eighth year. 
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Hypothetical result o£ selling Rs. 15 crores silver until repurchase of same amount is necessitated 
in order to keep silver reserve up to (A) Rs. 40 crores and (B) Rs. 33 crores (normal 
absorption being taken at Rs. 7 crores per annum), and at the same time maintaining the 
metallic ratio at 40 per cent, in each case.® 


STATEMENT A. 


Period. 

Stock 
at be- 
ginning 
of year. 

Absorp- 

tion. 

Sales at 30d. per 
standard ounce. 

Purchases at 34*Z. 
per standard 
ounce. 

Stock 
at end 
of year. 

Amount 
realised 
from sales 
( + ) or 
cost of pur- 
chases (—). 

Half- 
year’s 
interest 
on same. 

Amount of 
additional 
gold re- 
quired to 
maintain 
a 40% 
metallic 
ratio. 

Loss of 
interest 
during the 
year on 
sterling 
securities 
exchanged 
for gold. 

Interest 
on net 
gain or 
loss at end 
of' previous 
, year. 

Pro- 
Rressive 
gaiu(+) 
or loss 


i 

Amount 

Proceeds. 

Amount 

Cost. 

(-)• 


Rs. 

Rs. 

Rs. 

£ 

Rs. 

£ 

Rs 

£ 

£ 

Rs. 

• £ 

£ 

£ 


crores. 

crores. 

crores. 

millions 

crores. 

millions 

crores. 

millions. 

millions. 

crores. 

millions. 

millions. 

millions. 

1st year 

90 

7 

5 

2-323 

— 

— 

, 78 

+ 2-323 

+ •035 

— 

— 

— 

+2-358 

2nd year 

78 

7 

5 

2-323 


— 

66 

+2-323 

+ •035 

— 

— 

+ •071 

+4-787 

3rd year 

66 

7 

5 

2-323 

— 

— 

54 

+2-323 

+ *035 

— 


+ -144 

+ 7-289 

4th year 

54 

7 

— 

i — 

— 

— 

47 

— 

— 

— 


+ •219 

+ 7-508 

5th year 

47 

7 

— 

— 

. 

— 

40 

, — 

— 

6 

-•067 

+ •225 

+7-666 

6th year 

40 

7 

— 

— 

7 

3-685 

40 

-3-685 

-•055 

— 

-•135 

+ •230 

+4-021 

7th year 

40 

8 


• 

8 

4-211 

STA 

40 

I 

teme: 

-4-211 

NT B. 

-•063 


-•135 

+ *121 ; 

Dedi 
(see foo 
Net lo$i 

-0-267 
ict 0-067 
tnote -f) 
t —-S00 

1st year 

90 

7 

5 

2-323 

— 

— 

78 

+2-323 

+ •035 

— 

— 

— 

+2-358 

2nd year 

78 

7 

5 

2-323 

— 

1 

j 

66 

+2-323 

+ •035 

— 

— 

+ •071 

+4-787 

3rd year 

66 

7 

5 

2*323 

~ 


54 

+2-323 

+ •035 

— 

— 

+ * 144 

+7-289 

4th year 

54 

7 

— 

— 

— 


47 

— 

— 

— 

— 

+ •219 

+7-508 

5th year 

47 

7 

— 

— 

— 


40 

— 

— 

6 

-•067 

+ *225 

+7-666 

6th year 

40 

7 

— 

— 

— 

— 

33 

— 

— 

7 

-•214 

+ •230 

+7-682 

7th year 

33 

7 

— 

— 

7 

3-685 

33 

-3-685 

-•055 

— 

-•293 

+ •230 . 

+3-879 

8th year 

33 

8 



8 

4-211 

i 

33 

-4-211 

-•063 


-•293 

+ •116 
Dedm 
(see foe 
Net It 

-0-572 
3t 0-259 
itnote t ) 
jss — • 313 




One rupee contains 


55 

148 


standard ounces of silver : — 


(i) Value at 30d. per standard ounce = £0-04645 ; (ii) Value at 34d. per standard ounce = £0-05264. 
t If there were no sales or purchases of silver and absorption proceeded at the same rate as is shown in the 
statements abo7e, the exchange of sterling securities for gold in order to maintain a 40 per cent, metallic ratio would 
have taken place in Statement A in the 7th year to the extent ot Rs. 6 crores of gold, and in Statement B in the 
7th and 8th years, when Rs. 5 crores and Rs. 8 crores, respectively, of gold would be required. The loss of interest 
TrtMhihis wold involve, calculated as in the table above, amounts to £67,000 in the 7th year in Statement A and 
£56,000 m the 7th yean and £203,000 in the 8th year in Statement B. The sum of £67,000 should, therefore, be 
deducted from the loss in Statement A, leaving a net loss of £200,000, and the sum of £259,000 from the loss in 
Statement B, leaving a net loss of £313,000. 
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(C.) 


Statement showing the Monthly Balances and Interest Receipts for the Home 
Treasury for the years 1912-3 and 1913-4 and 1921-2 onwards. 


Date. 

1912. 
UOth April 
31st May 
30th June 
31st July 
31st Aug. 
30th Sept. 
■31st Oct. 
30th Nov. 
-31st Dec. 

1913. 
31st Jan. 
28th Feb. 
31st Mar. 


30th April 
31st May 
30th June 
31st July 
31st Aug. 
30th Sept. 
-31st Oct. 
30th Nov. 
31st Dec. 

1914. 
■'31st Jan. 
28th Jb’eb. 
31st Mar. 


1921. 
30th April 
31st May 
30th June 
31st July 
31st Aug. 
30th Sept. 

. 31st Oct. 

• 30th Nov. 
31st Deo. 

1922. 

. 31st J an. 

28th Feb. 

• 31st Mar. 


:30th April 
3lst May 
-30th June 
. 31st July 
. 31st, Aug. 
30th Sept. 
..31st Oct. 
30th Nov. 

. 31st Dec. 

1923. 
: 31st Jan. 
28th Feb. 
;31st Mar. 


Total 

balance. 

£ 

16.351,547 

18,962,965 

16,199,961 

13,146,764 

13,373,198 

13,699,222 

9,117,207 

7,574,043 

9,698,384 

7,993,402 

9,173,348 

8,783,970 


8,665,454 

10,145,978 

10,529,034 

7,520,316 

7,131,708 

6,480,196 

3,998,521 

4,493,475 

4,880,120 

4,833,388 

7,123,843 

8,132,770 


6,582,207 

9,524,452 

10,046,163 

7,872,344 

6,170,590 

5,285,756 

2,012,933 

3,600,978 

3,748,976 

2,406,841 

2,600,141 

9,0*52,175 


7,533,757 

6,247,463 

5,844,030 

9,473,984' 

10,306,807 

10,771,142 

7,693,386 

11,061,648 

12,904,644 

13,445,508 
18,593,487 
9,895,338 ■ 


Interest during 
the year. 


1912-3 £372,171 


1913-4 £205,690 


1921-2 £228,341 


1922-3 £153,152 


Date. 

1923. 
30 th April 
3lst May 
30th June 
31st July 
31st Aug. 
30th Sept. 
31st Oct. 
30th Nov. 
31st Dec. 

1924. 
31st Jan. 
29th Feb. 
31st Mar. 


30th April 
31st May 
30th June 
31st July 
31st Aug. 
30th Sept. 
31st Oct. 
30th Nov. 
31st Dec. 

1925. 
31st Jan. 
28th Feb. 
31st Mar. 


?0th April 
31st May 
30 th June 
31st July 
31st Aug. 
30th Sept. 
31st Oct. 
30th Nov. 
31st Dec. 

1926. 
31st Jan. 
28th Feb. 
31st Mar. 


Total Interest during 

balance. the year. 

£ ” 
7,110,908 
7,036,570 
11,904,792 
14,358,835 
20.827,118 
22,897,145 
26,449,421 
26,061,603 
20,628,356 

12,052.585 

11,366,646 

10,671,310 1923-4 £387,385 


12,507,225 

10,901,228 

11,420,770 

11,079,952 

10,372,111 

15,390,009 

21,838,130 

19,415,101 

22.425,456 

15,646,959 

14,834,163 

13,315,399 1924-5 £461,135 


10,352,081 

8,795,957 

12,081,240 

9,025,603' 

10,867,404 

17,911,954 

16,089.531 

15,653,787 

15,754,483 

16,230,001 

17,281,489 to 28.2.26 £410,453 
16,195,813 1925-6 (forecast) 

£461,962 
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<D.) 

Sta tement showing the Estimated and Actual Home Charges and the method of financing 
(hem during the four years 1921-22 to 1924-25. 

1921 - 22 . 

Home Charges. 


Financed as follows. 


Net expenditure - 
Capital expenditure not charged 
to Revenue : 

Railways - 
Irrigation, &c., Works 
New Capital at Delhi 
Bombay Development Scheme 
Indian Posts and Telegraphs 
Department 

Public Works Department 


Budget. 

£ 

27,561,300 


14,336,800 

35,400 

286,700 

945.000 

1,000,000 

110.000 


Actuals. 

£ 

27,748,980 


13,564,664 

490,939 

159,778 

746,410 


Debt (including debt of Railway 
Cos. 1 ) — Net receipts 

Transfers through "Paper Currency 
Reserve - 

Transfers through G-old Standard 
Reserve - 

Net recoveries from Imperial 
Government - 

Miscellaneous : Remittance and 
Deposit items — Net receipt 

Decrease of balance 

Lena — 

Purchase of gold - 
, silver - 

Miscellaneous : Remittance and 
Deposit items — Net payments - 

Increase of balance 


Net expenditure • 

Capital expenditure not charged 
to Revenue : 

Railways 

Irrigation, &c., Works 
N ew Capital at Delhi 
Bombay Development Scheme 


44.275.200 

32.182.200 


18,465,000 

324,900 

181,000 

221,100 


42,710,771 


Net expenditure - 
Capital expenditure not charged 
to Revenue : 

Forest - 

Stationery and Printing 
Improvement of Public Health 
Railways 

Irrigation, &c.. Works ' 

New Capital at Delhi - 
Bombay Development Scheme 
Hydro-Eleptric Schemes 
Industrial development 


51,374,200 

30,354,074 

2,200 


19,000,000 

555,276 

85,800 

117,900 


1,450 


1922 - 23 . 

30,238,071 Debt (including debt of Railway 
Cos.) —Net receipt 
Transfers through Paper Currency 
9,868,149 Reserve - 

407,659 Transfers through Gold Standard 
179,037. Reserve - 

259,088 Net recoveries from Imperial 
Government - 

Council Bills - 

Sterling purchased in India 
„ obtained in England 
Miscellaneous Remittance and 
Deposit items — Net receipt 
Decrease of balance 
Less — 

Transfers through Paper Currency 
Reserve - 
Increase of balance 

40,952,004 

1923 - 24 . 

29,553,769 Debt (including debt of Railway 
Cos.) — Net receipt 
Net recoveries from Imperial 
636 Government - 

8,500 Transfers through Paper Currency 
1.918 Reserve - 

' 9,897,765 Council Bills 

242,529 Sterling purchased in India - J 

60,660 „ obtained in England 

142,922 Sale of gold in India 

223 Miscellaneous Remittance and 

— Deposit items — Net receipts 

Decrease of balance 
Less — 

Transfers through Paper Currency 
Reserve - 
Increase of balance 
Miscellaneous Remittance and 

Deposit items - 
Net payment - 


50,116,700 39,908,922 


Net expenditure 
Capital expenditure not cl 
to Revenue : 

Railways 
Irrigation Works 
New Capital at Delhi - 
Bombay Development S 
Miscellaneous * * 


d 

30,110,690 

26,897,570 


11,568,400 

6,324,235 

- 

1,124,668 

493,237 

- 

53,800 

52,946 

L6 

76,112 

12,688 

• 

420 

5,627 


1924 25 . 

Transfer through Paper Currency 
Reserve - 
Council Bills - 
Sterling from India 
„ „ England 

Net recoveries from Imperial 
Government - 

Miscellaneous ■ Remittance and 
Deposit items— Net receipt 
Decrease of balance 
Less — 

Debt (including debt of Railway 
Cos.) — Net discharge - 
Enemy Ships : Revenue Transfer - 
Transfer through Paper Currency 
Reserve . 

Miscellaneous ... 
Remittance and Deposit items (net 
payment) - 

Increase of balance * * 


42,934,090 33,786,303 


r~ ~ t " 

Budget. 

a 

Actuals. 

£ 

£ 

5,000,000 

14,805,114 

8,350,000 

2,501.159 

2,500,000 

— 

29,073,300 

27,144,167 

3 ,355,100 

160,286 

46,278,400 

100,000 

44,630,726' 

109.913 

1,384 

1,903,200 

1,788,659 

44,275,200 

42,710,771 

18,503,200 

31,329,605 

5,846,800 

— 

10,500,000 

— 

12,153,400 

3,365,481 

2,570,026- 

7o,00O' 

2,126,211 

1,612,300 

2,758,500 

2,315,931 

51,374,200 

41,777,254 

— 

546 

824,704 

51,-174,200 

40,952,004 

15,119,800 

17,537,545- 

4,787,400 

5,645,713 

5,845,000 

i * 

j 22,155,000 ) 

8, 738,705- 
13,100,000- 
1,302,959' 
2,000,000' 

2,915,100 

300,703: 

60,822,300 

48,625,625 

— 

8,151,707* 

564,996. 

705,600 

= 

50,116,700 

39,908,922 

10,000,000 

26,000,000 

7,579,162' 

83,191,000' 

700,000- 

6,107,000 

3,060,825- 

2,824,490 

17,506-- 

43,931,490 

44,548,493. 

244,300 

235,221 

1,400,000' 

— 

5,996,636i‘ 

753,100 

3,130,333 

42,934,090 

38,786,303“. 
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APPENDIX 76. 

Statement* ** of evidence submitted by Sir James Brunyate, 

K.C.S.I., C.I.E. 


I. — Preliminary. 

I have had the advantage of seeing the memoranda which have been prepared in. 
the Finance Departments of the Government of India and the India Office and 
communicated, as I understand, to the Royal Commission. 

2. In the present re-examination of the Indian Currency problem the Royal 
Commission are confronted with a number of new conditions : the rehabilitation of 
sterling ; the de facto stabilisation of the rupee at la. 6d. ; the balancing of the 
Indian Budget ; the reattainment of normality in silver prices ; and so forth. 
Without attempting to distinguish between the relative importance of all the new, or 
now specially significant factors, I may refer to the following as having doubtless 
specially influenced the personal opinions expressed below : — 

(i) The change of attitude among monetary authorities in regal’d to the 
self-sufficingness of a gold standard and to the methods of operating it. 

(ii) The remarkable extent to which the note-using habit has developed in India 
in recent years. 

(iii) The experience gained of. a unified Imperial Bank for India and the 
resulting extension of branch business. 

3. The proposals of the Indian Finance Department embrace two main projects : 
(1) the establishment of a gold currency, and (2) the investment of the Imperial Bank 
with certain important functions of a Central Bank. Speaking generally, I think the 
first proposal open to decisive objection. I see advantages in the second, and not 
least the fact that it tends to withdraw monetary problems from the political arena. 
But it is a serious drawback that the only institution available for the rtle of Central 
Bank should be a Bank so definitely commercial in character. 

II. — Choice of Standard. 

• 

4. In the last few years India has had an interesting and not unsuccessful 
•experience of a “ free currency.” There is no doubt, however, that she should settle 
down again upon a gold basis. But she should realise what a gold standard now 
means : a managed currency with the management centred in New York, or at the 
best, concerted between the Federal Reserve Board there and the Bank of England in 
London, each acting, I assume, in close touch with its respective Government. India 
■cannot expect an equal voice in this determination of common policy, but she should 
get what hearing she can. I think it important, therefore, (1) that machinery should 
be established in London for regular joint consultation between the Governor of the 
Bank of England, the London representative of the Imperial Bank of India and a 
representative or representatives of the Secretary of State in Council ; and (2) that 
India should hold a considerable stock of gold. I incline towards holding that gold 
in India as the best means in actual practice of securing independence in the use of 
it. But if that is to be the case the exchange arrangements should be such that it 
may be freely used. [See para. 21 (C) below.] 

5. I wrote above of a “gold basis,” postponing for the moment the question of 

■ choice as between (a) a “ gold standard ” ( b ) a “ gold exchange standard ” and (c) a 
“sterling exchange standard.” I hope I may be excused for dwelling on this 

■ question. 

6. In the Government of India memoranda the possession of a gold currency is 
• taken as the distinguishing feature of a gold standard. A standard based on gold 
•but not accompanied by effective arrangements for the circulation of gold is treated 
. as an “ exchange standard.” The idea that a gold system is not complete unless 

gold is the principal circulating currency is now, I think, rather old fashioned. 
As regards India in particular, we all held that view some 25 years ago, and 
. apparently a considerable body of Indian opinion holds it now. The hope]" then, I 

* This statement was prepared prior to the receipt of the "Royal Commission's questionnaire. 

t Of. “ India and the Gold Standard,” by Sir Henry Howard, K.C.I.B., C.S.I., page 46,, para. 25 (1) j 
. also page 19 ibid. 



498 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 


think, was that the gold would return from circulation in times of depressed trade 
and so become a source on which to rely for the provision of sterling remittance. 
This expectation was from the first, I suspect, vain, and looking to the scheme 
actually before me I do not see any real probability that with 200 crores of notes and 
150 crores of rupees in circulation, and perhaps 150 to 200 crores of bank deposits 
a redundancy of purchasing power will express itself, to any helpful extent, in the 
return of the relatively marginal supply of circulating gold. 

The pre-war policy, which passed, I believe, about 100 crores worth of sovereigns 
into circulation prior to the outbreak of war, was not it is true assisted by the 
■creation of an artificial vacuum through the forced withdrawal of rupees. But it 
synchronised with a constantly increasing demand for currency. It did have the 
effect of creating a limited circulation of gold, but there was never, I think, any 
indication of a helpful reflux of gold. 

I would submit that a gold currency, though it may reasonably be considered on 
its own merits (see Section III below) should not be looked on as an integral feature 
of a gold standard. 

7. Indeed with the use of gold coin abandoned in the United Kingdom and 
ins ignificant, I believe, in the United States, it is rather a question whether there still 
remains any essential distinction between a “gold standard” and a “gold exchange 
standard.” I suppose it lies in the use of gold as the ultimate medium of international 
adjustments as distinguished from a mere undertaking to provide unlimited external 
credits, a procedure which suggests, and may, I think, come in some measure to' 
entail, a relationship of monetary subordination to the centre ou which the foreign 
credits are given. It is noteworthy, however, that the arrangements made by His 
Majesty’s Government and the Bank of England for supporting the sterling exchange 
include the provision of credits in New York, and, generally, the policy of maintaining 
exchange by external credits is now, 1 should say, a fully accepted feature of post-war- 
practice. 

8. As regards this point, which is discussed in para. 21 (C) below, my 
conclusion as regards reverse remittance is in favour of reliance primarily upon 
issues of gold at par. As regards inward remittance, an immense part must, in 
India’s special circumstances, be effected by the sale of rupee credits, but gold when 
imported and tendered to Government should -be freely accepted at par. On this 
basis India would, I think, have a “ gold standard ” as distinguished from a 

gold 

« « ster i ing exchange standard ” in the fullest and most practical sense of that term, 
as now understood. 

9. The question will still arise, however, for certain purposes, of “ gold ” versus- 

“sterling.” I feel no doubt that the stabilised rupee of the immediate future 
should be a rupee expressed in sterling. It would be idle too to assume that a mere 
prescription that demands for outward remittance should be granted in alternative- 
forms of gold currency (dollars or sterling) at the option of the applicant would 
in itself effect anything. But there is, I think, a point of substance involved,, 
namely, the question whether the Reserves should be specially constituted with a 
view to facilitating a turnover from a sterling to a dollar basis in the event of the 
status of sterling becoming at any time insecure. For example : (a) should a larger 
proportion of gold be held in the Reserves than would be necessary if the status of 
sterling were fully assured ? (6) Should a proportion of the securities held be dollar 

securities ? (c) Should the sterling securities held be exclusively British Treasury- 

Bills as long as these continne to be available ? 

10. I will deal briefly with these points. 1 am a little inclined to think it am 
excess of caution to provide deliberately for a failure of sterling. But on general 
grounds there is a good case for a considerable gold holding and for holding sterling: 
securities only in. the most realisable form. The idea of holding dollar securities as 
well is at first sight rather fantastic, but India is likely to be a large and uneasy- 
holder of exchange reserves, and while from her point of view it may be advantageous- 
to spread her risks, it might be also of advantage to London to spread a possible 
strain in the event of exchange weakness in India synchronising with exchange 
weakness there. The arrangement would mean in effect that India would have- 
■dollar credits in New . York instead of relying on London to provide them for her* 
if the occasion for seeking them should ever arise. 
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m. — Question of a Gold Currency. 

11. A gold currency can only maintain itself in India if the persistent demand for 
gold as a commodity or as a store of value is kept constantly satiated. The 
dimensions of that demand are very large and very fluctuating. I cannot help 
thinking that this fact alone introduces an element of unevenness and precariousness 
sufficiently serious to make gold a rather unsatisfactory currency medium. But 
however that may he, I think the great advance which India has recently made in 
the use of notes should preclude the idea of so retrograde a step as the forcible- 
introduction of gold. The point is fully brought out in the India Office memoranda. 

12. I subscribe to the view that India should not be hampered in obtaining the 
gold she requires. She already does this in ample measure through trade channels, 
and should continue to do so. I would also, as the India Office memoranda suggest, 
accept gold freely when imported ; allow tenderers the facility of getting gold 
converted into sovereigns ; and recognise the sovereign as legal tender : so that 
holders of gold could hold it to the maximum advantage. But I would cease to issue- 
it except for export. This would represent a sharp departure from past practice, 
but it would be facilitated by the long disappearance of gold from actual circulation 
in India. I think that the Government of India memoranda are right in seeking for 
some clear decision as to the future place of gold in the Indian monetary system. 
We should work definitely towards a gold currency, or definitely adopt as normal 
practice the use of gold exclusively for supporting exchange. 

13. The practical objections to the Indian Finance Department’s scheme for 
introducing a gold currency are fully brought out in the India Office memoranda : 
the unreality of the project, which will in effect instal a double currency system 
with the inconvenience incidental thereto ; its cost, namely, a capital outlay sufficient 
to build New Delhi several times over, and an even more than proportionate revenue 
loss ; its exceedingly drastic character, for the policy which informs it is surely that of 
“ hacking one’s way through ” rather than of the tentative* statesmanship essential to 
such an enterprise ; and its completely speculative character, in so far as it ignores- 
the really grave risk of destroying the note-using habit. It is, perhaps, worth noting 
with reference to such criticisms as the last, that it is not necessary to the validity of 
an objection that the risk which it apprehends should be a demonstrable probability. 
A mere chance — if substantial — that the new policy will lead to the replacement of 
the smaller notes by gold would make the whole scheme a gamble. 

IV. — Choice of Bate. 

14. I think the rupee should be stabilised at Is. 6d., the rate already established. 
It has been proved by experience to be consistent in good years with the retention of 
a very large balance of trade in India’s favour. [It may be noted here that a helpful 
feature in India’s case is the size and elasticity of her demand for the precious metals, 
which give her an unusual power of accommodation to all ordinary variations in the 
trade balance, as reckoned on private merchandise, without seeking the aid of the 
special exchange machinery.] The price data in the two sets of official memoranda 
do not appear to contra-indicate the rate suggested. I speak guardedly on this, 
point, however, because I am not very confident of the value or complete relevance 
of the data themselves. Nor again does there seem to have been such a degree of 
inflation, measured in terms of circulating currency and bank deposits as should 
make the present rate unsuitable. The available material on this point will perhaps 
be of interest, though precarious as regards the calculation of the rupee circulation 
and incomplete in taking the Imperial Bank, the Exchange Banks, and the Joint 
Stock Banks as the sole representatives of the country’s credit machinery. 

15. Between 1914 and 1925 the circulation of rupees and notes has increased from 
roundly 240 to 400 crores. The deposits]" of the banks above-mentioned rose from 

* If a gold currency “had to be introduced it is a question whether this could not be done with less 
risk and upheaval, and also less cost, by discontinuing rupee coinage and issuing notes and gold until 
normal wastage and the growing aggregate demand for currency had reduced the extant rupees to a 
quantity only sufficing for everyday retail requirements. Such a method would admit of the steps taken 
being retraced if the experiment broke down. 

■f* But with a deduction of one-third from the private deposits of the Presidency Banks (now Imperial 
Bank) to allow, as well as may be, for the fact that they hold part of the balances of other banks. The 
Government deposits are of course not taken. 

I 
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about 80 crores at the end o£ 1913 to just over 160 crores at the end of 1923, the 1 
latest year for which I have particulars. The slender gold currency of the pre-war 
period has disappeared from circulation, ihese figures run lairly parallel to those 
of the United Kingdom, where £9 of notes per head are now said to be in use as- 
compared with £4 of notes and gold per head before the war, and the deposits of the 
English Joint Stock Banks have risen from just over £800 millions to about £1,800 
millions. Such statistics, of course, will never settle whether exchange should be 
fixed at this precise figure or that. But they may fairly be taken as suggesting that 
the present position is probably not fundamentally unsound. They help to transfer 
the burden of proof. 

16. I have seen it objected that a Is. 6d. rate has not yet been tested by an 
unfavourable monsoon. This difficulty would have been no less whatever de facto 
established rate had emerged from the currency convulsions of the post-war period. 
In this respect the responsibility lying upon the Royal Commission in recommending 
any named rate is far less onerous than that which the Fowler Committee faced in 
1899. If the objection really means that after experience of a series of busy trade 
years followed by a deficient monsoon and slack trade a compromise rate, as it were, 
could be selected as fairly well adapted to good and bad years alike, it is, I think, 
wrongly conceived. Any rate established over a period of normal years must tend to 
break down in bad years unless sustained by the exchange machinery. 


V. — Reverse Remittance and the support of Exchange. 

(a) General Considerations. 

17. The India Office memoranda bring out the fact that the accepted pre-war 
policy of supporting exchange “ with all available resources ” was fundamentally 
qualified. The sterling offered was not freely issued : it was doled out in “ stated 
amounts weekly.” Thus in 1920 a disparity was set up between the rate for reverses 
and the effective market rate of exchange. This limitation of offers of sterling was 
quite deliberate, and such a disparity might well arise even in a less abnormal 
crisis. 


18. Under a fully operative gold standard no such limitation is recognised. In 
principle gold is freely issued for export. But (1) the issuing country relies on the 
discount rate to correct an excessive outflow. (2) It is also the tendency of modern 
practice to employ the discount policy to regulate credit and prices antecedently and 
thus limit the function of gold to marginal purposes. (3) The financial public 
accepts the necessary deflation. (4) They understand, too, that the maintenance of 
exchange is not an absolute obligation ; or better perhaps, that, in the still unsettled 
conditions, temporary departures from the strict doctrine of a gold standard may 
from time to time be found necessary (cf. the “ embargo ” on foreign loans). 

19. Speaking broadly, the first safeguard has as yet but limited scope for 

application in India in a period of exchange weakness. The policy of (2) is not, I 
suppose, applicable at all, though one may refer, perhaps, in this connection to the 
valuable practice now introduced of issuing “ seasonal currency ” on the security of 
trade bills. As regards (3) the Indian money markets are, I think, disposed to be 
somewhat specially intolerant of deflation, and it is this intolerance, I think, rather 
than any shortage of gold and sterling reserves, which may set a limit to the possibility 
of supporting exchange through a crisis of special severity. As regards (4), again I 
think there is a disposition to expect more from the Government in India than the 
controlling authority can, as yet, wisely undertake as an absolute obligation, on the 
same plane, let us say, as a Government’s obligations to its debt-holder's. This 
consideration by itself, I think, suggests a strong objection to the retention bv 
Government of undivided responsibility for exchange. J 


20. I deduce that Indian conditious are somewhat specially adverse to the efficiencv 
and smooth working of a gold standard system, and that the great desideratum is to 
get on to lines of development which will eventually better those conditions, 
meanwhile, failing more delicate methods of internal adjustment, though exchange 
way perhaps be sustained by sheer weight of reserves, the. machine wit be ant to. 
w ( ork roughly and to cause the maximum of external disturbance. F 
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(h) Suggestions. 

21. I pass on to the particular suggestions which I would submit for the 
consideration of the Royal Commission : — 

(A) Any gold or gold exchange system must be based on the two principles of — 

(a) unlimited acceptance of imported gold at par (or unlimited issues of rupee 

credits at upper gold point) ; 

(b) unlimited issues of gold for export at par (or unlimited issues of sterling 
credits at lower gold point). 

I would adopt these principles in the Indian system, discarding the “dole’' 
system hitherto in vogue for reverse remittance. . 

By “ unli mited issues of gold ” I mean unlimited in principle, but not exempt 
from such restraint as a Central Bank with high prestige may informally impose in 
the general interest. I would also recognise the “ ear-marking ” of Indian gold for 
London when it is thought desirable and is found possible to arrange it. 

(B) I would hand over the note issue and exchange- machinery, with their reserves, 
to the Imperial Bank for administration, subject to suitable arrangements for the 
association with the Imperial Bank in that duty of (1) the Government of India in 
India, and (2) the Secretary of State in Council in London (see, however, para. 24 
below). 

(C) I would rely for the support of exchange on gold issues for export rather than 
on the grant of sterling credits. 

This, I presume, must be intended ultimately under Sir B. Blackett’s scheme, and* 
though I cannot think the change will be very welcome to Indian trade there is, I 
think, much to be said for it. 

It is the actual practice under other gold systems which India is anxious to- 
emulate. It offers some impediment, ■ I take it, to the abuse and exploitation of 
remittance facilities, and it supplies a real function for gold held in India. 

The privilege of unlimited credits in external money centres is a very generous 
facility, 'and I am not sure that it has been both conceded in theory and unreservedly, 
applied and tried out in practice elsewhere. I have suggested already (para. 7 above) 
that it may give rise to a relationship akin to subordination to the money centre on 
which the credits are given. 1 suggest, too, for consideration, that in so far as 
Government and the Central Bank undertake the supply of unlimited credits they 1 
tend to hinder ordinary banking development, just as the supply of gold from huge 
central reserves necessarily renders superfluous any banking effort to draw gold from- 
circulation. 

It would seem also that a correctly operating system for remedying exchange- 
weakness sho uld not only be deflationary in its local effect, but inflationary in its 
external effect. This requirement is not met by the issue of credits. It would be 
met by the export of gold except in so far as it may be the policy of the receiving 
countries to regulate the expansion of credit independently of the state of their gold 
holdings. • ■ 

(D) A policy of free issue of gold for export, or of unlimited sterling credits, 
demands considerable strength in gold and the highest degree of liquidity in other 
reserves (see paras. 9 and 10 above), and the reserves should be constituted 
accordingly. Such a policy is not, I think, consistent with a simultaneous effort, 
implying great dissipation of resources, to establish a gold currency. 

(E) In some way — and I can see no better way than a pronouncement of this 
Commission, for the matter cannot be codified — the need during periods of exchange 
crisis for a considered policy of deflation requires to be emphasised. The normal 
conventions on the subject should be, as it seems to me, (i) that all gold export (or’ 
special sterling credit) transactions should be passed through the Paper Currency 
Reserve ; (ii) that accretions to the Imperial Bank’s balances^ (via “ public deposits ”) 
through the discontinuance of the Secretary of State’s drawings, should not be made 
the basis of an enlargement of credit ; (iii) that credit generally should be restricted, 
and the Bank rate employed for this purpose as far as may be. “ Policy ” would lie 
in deter mining whether and how far these conventions should be departed from with 
reference to the circumstances of a particular occasion. This, it may be said, is what 
the Bank would do anyhow. But the matter is of great moment and calls for some 
formality. 
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(F) Such a deflationary policy might well be fortified, at any rate in a very 
prolonged period of depression, by the sale in India as bullion of the ledundant 
rupees which return in periods of slack trade. This would tend to curtail purchasing 
power in strata not readily reached by banking influences. 


VI.— Inward Remittance and the Secretary of State’s Drawings. 

22. As I do not advocate the transfer of silver purchases for rupee coinage to 
India and the Secretary of State’s ordinary drawings can obviously be most 
conveniently met by bills of some kind, I contemplate that inward remittance would not 
be effected by gold' movements, except so far as might be necessary from time to time 
to bring the Indian gold holding up to the accepted standard strength. As regards 
the bulls of inward remittance, therefore, the choice of method will, under my proposals, 
lie between (a) sale of hills by open tender in London, (6) purchase of sterling by 
open tender in India, or (e) purchase of sterling in India by the Imperial Bank on the 
lines recently followed. 

Whatever method is adopted there would naturally be, under a correctly operating 
system, (a) a standing and unlimited undertaking to accept gold in India at par, and 
(6) at times when it'was desired that gold should not be imported and tendered to 
Government, an unlimited undertaking to give Indian currency at upper gold point 
in exchange for sterling in London. 

23. The present method of remitting [(c) above] has worked well in the special 
circumstances in which it was introduced, and in the circumstances, also abnormal, 
of the present time, and has, I think, proved itself a valuable innovation. I see 
nothing unmistakeably wrong in principle, though something to question in practice, 
in the view that the Secretary of State as a remitter on his own account should be 
free to operate on either side and as and when he judges best. No one in England, 
for example, expects the Bank of England to inform the world from day to day as to the 
progress it is making with preparations for remitting American debt. But it would 
be wrong and inappropriate to employ the secret method of purchasing sterling as the 
procedure by which to implement a general undertaking to supply unlimited rupee 
currency at upper gold point. The parallel to that would be the concealment of the 
inward movements of gold in this country. These two objectives of remittance, 
i.e. (i) the provision of the Secretary of State’s requirements, and (ii) the maintenance 
of exchange at or within upper gold point, so largely overlap that there will be very 
little real scope, I think, for the employment of present methods, when more normal 
currency conditions have been re-established as the outcome of the Royal Commission’s 
present labours. Finally, there is great practical force in the view that the Secretary 
of State is too dominating a factor in the restricted monetary world of India to claim 
the full liberties and privacy of a private remitter. I would not completely disallow 
the present system, but I think its chief usefulness will be at times when a period of 
exchange weakness is giving place to one of returning strength. At such transitional 
points it offers, I think, the best and a quite legitimate means of feeling the pulse of 
the market. When so used I think it should be accompanied by, say, the weekly 
disclosure of the amounts and rates negotiated. 

VII. — Transfer of Central Banking Functions to the Imperial Bank 

24. The expression of my views in para. 21 (B) is subject to proper consideration of 
the objection that the Imperial Bank is disqualified from exercising the functions of 
a Central Bank by its commercial character. 

This objection (1) may be final and decisive ; or (2) it can possibly be met by 
appropriate safeguards or restrictions. 

As to (1), I have not the expert knowledge to estimate the weight to be attached 
to this objection. Similarly, as regards (2), I cannot, in any technical way, suggest 
safeguards. But I think that on this and other grounds there are, as I have already 
suggested, good reasons for associating the Governmental authorities both here and in 
India with the Bank in the determination of high monetary policy. The Government 
cannot divest themselves of ultimate responsibility for India’s monetary well-being or, 
specifically, for great sums of public money made over to the control of a commercial 
institution. The choice lies, I think, between the creation of a Central Bank ad hoa, 
which might _ be premature now though probably an ultimate development, and a 
close association between Government and the only available alternative — 'the only"' 



APPENDIX 76. 


503 


institution, too, wliicli can systematically address itself to the extension of sound, 
hanking throughout India. 

My inclination is to postpone the true Central Bank for the present and try, with, 
any safeguards which expert advice may suggest, what is possible on the lines of the 
Indian proposals. 

V1H. — Conclusion. 

25. In these observations which I respectfully submit for the Royal Commission’s 
■ consideration, I have felt and still feel perplexity on certain points (the gold export 
question and the banking question). But I think there can be little doubt as to the 
main aims to be associated with the immediate task of putting India’s currency 1 
system on a gold basis. The latter object can be efficiently achieved by a “ gold 
standard ” (with or without a gold currency) or, as Sir Basil Blackett has shown in 
his Minute, with a “gold exchange standard.” But (1) a sound standard to-day 
postulates banking control and a widely extended and closely inter-related banking 
system, and we have to try to foster that; and (2) there is, as it seems to me, a 
tendency for the monetary world to group itself, with the United States of America 
and the United Kingdom acting in concert as the dominant group, while later. 
• convalescents from exchange troubles fall into a status of something approaching 
monetary tutelage. It is perhaps some instinctive perception of this which lies 
behind the demand for a gold currency. I think that any new currency scheme 
for India should consciously aim at securing to her the maximum degree of monetary • 
independence. 


APPENDIX 77. 

Supplementary Note by Sir James Brunyate, in reply to questions of 
Sir Purshotamdas Thakurdas on the subject of Government 
Remittances. 

I. — Questions by Sm Purshotamdas Thakurdas. 

1. A witness before the Royal Commission has said : “ There are strong objections 
to attempting to tie up the Secretary of State by an advance monthly programme or 
-anything of the kind.” Do you agree with this ? 

2. It has also been said that “ the action to be taken in regard to remittance of 
• Government balances from India to England cannot be forecast with any accuracy 
for any length of time ahead.” Does your experience at the India Office warrant 
your agreement with this ? 

3. What inconvenience, if any, would be caused to the Secretary of State if his 
requirements for sterling in London were supplied in accordance with his obligations, 
thus obviating the necessity for keeping such large balances in England as are 
referred to in the Report of the Controller of the Currency for the year 1924-5, viz. : 
minimum balance £10,403,565 ; maximum £22,718,629 ; average £15,120,145 ; the 
■annual requirements of the Secretary of State being in the neighbourhood of 
£30,000,000? 


EL. — Note by Sir James Brunyate. 

1. The Chairman asked me to submit a note on these questions and remarked (I 
write from memory) that they opened up far-reaching issues. That is indeed the- 
■ case, though I have endeavoured to keep away from the remoter aspects of the- 
remittance problem as much as possible. 

I have assumed, for the purposes of the note, that a true Central Bank is 
-established, holding the Treasury balances in India and London, transacting the 
remittance business of Government and managing the paper currency reserve. I 
-assume also that gold is caused to be sent to India (by the discontinuance of councils 
.and sterling purchases) for tender to Government to that extent only which may be 
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required under some independently accepted policy on tlie question of the gold 
holding (c.f. para. 22 of my written statement; . „ 

I propose to refer throughout to the “ Indian Administration (i.e. Secretary of 
State in Council plus Government of India) rather than to the Secretary of State m 
Council except -where it is necessary to particularise the latter. The remittance.; 
question is in essence one which any unitary Government would have to face whose- 
financial commitments and monetary system both required the provision of funds on 
a large scale in an external money centre. 


2. Question 1. Iam not told the context in which the statement cited in this-, 
question was made. I assume that it had reference to the Indian Finance- 
Department’s enumeration® of “ principles” by which “the demands of Government 
on the Bank would be regulated” and especially to the principle rather cavalierly 
stated that the “ India Office ” would have to give the Bank “ a definite demand for 
each month made some time before the beginning of the month, the amount of which 
the India Office would not be able to alter without the consent of the Bank.” 

I agree with the witness, if he meant, as I take him to have meant, that the idea of 
the Indian Administration pledging itself to its bankers to be bound finally by a 
forecast of its requirements is inadmissible. I suggest that the true principle is that ■ 
the relations between the Administration and the Central Bank in this matter will be 
those of depositor and banker. These relations iuclude in principle the right of the 
depositor (a) to get his money when he wants it and ( b ) to use it to, his best advantage 
while he does not. want it, the term “ best advantage ” in this case meaning of course 
the best advantage of India. Or alternatively, I would say that for this purpose the 
relations between the Indian Administration and the Central Bank should ( mutatis 
mutandis ) be those subsisting between His Majesty’s Government and the Bank of' 
England. 


3. Passing from principles to practice, there is no doubt, of course, that the 
Administration, realising that it is an uncomfortably powerful customer, and being 
as closely interested in the proper functioning of the Bank as the Bank itself, will 
give the Bank all the assistance it can and show it at all times the highest 
consideration in dealing with difficulties inherent in the management of its account. 
The Bank on its side will, I think, realise that to hold the Administration’s funds 
where they are wanted and to have them available when they are wanted is a primary 
obligation and will not be fidgeting itself to cut matters so fine that it must fall back 
on the plea that a forecast of some weeks back is not being fulfilled. Assuming, as 
we ought to do, a correct attitude on both sides, I think it is a little idle to try to 
“regulate ” matters of routine which the parties will settle for themselves when they 
get to work. 


4. Question 2. The “ remittance of Government balances from India to England ” 
is the counterpart and consequence of the trade demand for remittance from England 
to India. The Indian Administration does not say : “ We are short of funds at home 
or we have excess funds piling up in India ; let us sell councils (or buy sterling) and 
remit the surplus.” What it says in effect is : “ There is a keen trade demand for 
remittance to India just now; we must meet it, or trade will' be hampered.” (Or 
alternatively, for it depends on the standpoint :f “ The trade demand is keen ; now is 
a good time for getting some of our funds sent home.”) 

Thus the difficulty of forecasting the dates and amounts of Home remittance is 
not solely a difficulty arising from uncertainty as to the pace and amount of the- 
Administration’s outgoings in London or its incomings and outgoings in India ; but 
also the difficulty of forecasting the volume of the trade demand for remittance and 
the periods at which it will come forward in strength. 

* Mr. Denning’s Memorandum on “ Transfer of Management of the Paper Currency to the Imperial 
Bank of India,” para. 16. 

t See Report of the Babington Smith Committee, para. 61 : “ We agree with the Chamberlain 
Commission in bolding -that council drafts are sold not for the convenience of trade but to provide the 
funds needed in London to meet the requirements of the Secretary of State on India’s behalf in the 
widest sense of the term.” (The whole paragraph should be read. ) I do not think it is possible fully to- 
subscribe to this when now envisaging future conditions. If these two objects of Home remittance admit 
of discrimination, I prefer to give priority to the trade, i.e. the monetary aspect. Personally I t.hinlr 
them complementary. In the long run 'and as a matter of theory, the need of trade for remittance to- 
lndia is identical with the Administration's need for funds in London. 
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The first difficulty is gi'eat* and the second is insuperable-. It demands, not the 
statistician’s gift of estimating, but that of prophecy. 

5. Question 3. The system of financing the Home Treasury must not only provide 
for meeting obligations at due date, but be consistent with the use of surplus funds 
(wherever located) to the best advantage?, and in particular with due regard to sound 
.monetary conditions.t 

6. I have just said that the amount of remittance to London is the counterpart of, 

• and dependent on, the demand for trade remittance to India. The sums remitted to 

London by the satisfaction of 1 this demand are assigned, in the first instance, towards 
providing the immediate requirements of the Home- Treasury so far as the 
Administration’s Treasury balances in India have sufficient surplus for meeting 
them. If the surplus is not sufficient the Administration will have to borrow in 
sterling. If it is more than enough further receipts in England are credited to. the 
Administration’s Home Treasury account. When the whole surplus of Treasury 
balances in India has thus been diawn off any further trade demand for remittance 
•can only be satisfied by the crediting of receipts for bills to the paper currency 
reserve in London and the disbursement of currency to the payees from the paper 
currency reserve in India. Thus the total credited to the Treasury balances , in 
London, plus the amount credited to the paper currency reserve in London, is 
•equivalent to the total trade demaudj whatever that may be. If India n Treasury 
funds are low less will go to the Home Treasury and more to the Home branch of the 
paper currency reserve. If Indian Treasury funds are ample more will go to the 
Home Treasury and less to the Home branch paper currency reserve. A case 
conducing designedly to the latter result is where, as in recent years, the 
Administration effects all its borrowing in India, including provision for a large 
part of the Home requirements on capital account. Another case is when revenue 
and other receipts exceed and expenditure falls below anticipation. 

7. Primarily then, and dealing for the moment with the London side only, the 
policy to which these questions tend, of stringently keeping down the Treasury 
balances in London to a real minimum, would only enhance the amounts requiring to 
be credited to the paper currency reserve in London. In either case the sums in 
•question would probably be invested in British Treasury bills, and, so far as the 
.London side of the matter is concerned, the policy would apparently be nugatory..; 

8. I turn next to the Indian side. If an unintended surplus of Government 
balances accrues in India the Central Bank may adopt one of three alternatives : — 

(а) Keep the unintended surplus inert, i.e. refrain from making it a basis for 

the creation of credit ; 

(б) Release it, as it were, to trade by granting credit on the strength of it ; 

(c) Release it to trade by meeting council drafts or purchasing sterling from 
this source instead of from the paper currency reserve in India. 

Alternative (a) would not ordinarily, I think, be the correct course. The 
unexpected yield of taxation and borrowing or economy of expenditure which has 
-produced the unintended surplus balance is equivalent to arbitrary de fla tion and 
normally needs to be corrected by the release of the funds thus drawn into the 

* The uncertainty surrounding the forecasting of Ways and Means is well brought out in para. 27 of 
.Sir Basil Blackett’s speech introducing the Budget for 1926-7 : — “ I am inclined to think that the 
phraseology consecrated by long usage in Indian budget speeches which refers to the Ways and Means 
portion of the statements as a 4 Ways and Means Budget ’ is somewhat misleading, in that it may tend to 
give the public the impression that the figures and estimates in the Ways and Means portion of the 
budget make a claim to comparatiye exactness not inferior to that made by the figures of our revenue and 
•expenditure estimates. Our Ways and Means budget is intended to be and necessarily must be illustrative 
rather than exact. The Ways and Means figures bring together the net results of operations of very 
varying character all over India and Burma and in London. To a large extent these operations are either 
not under the control of the Government of India at all or only very indirectly under their control . . . 

In these circumstances it is neither possible nor desirable to attempt to lay down a rigid Ways and 
Means programme far in advance. The only result of doing so would necessarily be to swell our balances, 
needlessly.” 

f See first footnote to para. 4. 

J It would take me too far from any purpose disclosed in these questions to discuss the whole question 
of how far action by the Administration and Central Bank can influence, and should be directed towards 
influencing, the volume of the total trade demand for remittance, but I think that in every instance the 
oase for such action would be found to stand or fall on its own merits. The case of gold shipments is 
tonched on in para. 22 of my written statement : that of lending surplus balances in India versus 
remitting them to London, is examined later in this note as my questioner may .perhaps have had it- 
in mind. 
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central banking balances. The choice between alternatives ( b ) and (c) presents a' 
banking problem. The distribution of credit by means of the remittance method 
[alternative (c)] directs credit automatically into channels of trade where it is 
undoubtedly wanted. It also, pi'o tanto, effects, instead of postponing, the adjustment 
of the balance of trade. Normally it is, I think, the right course. But exceptionally, 
perhaps, there may be conditions of stringency justifying the creation ol credit but 
more or less independent of the monetary requirements which the sale of councils 
and sterling purchases directly satisfy. In such cases it might be right to use high- 
banking balances, originating in undesignedly high Government balances, for this 
purpose, leaving requirements directly connected with external trade to be financed 
through councils or sterling purchases adjusted through the paper currency 
reserve. 

9. I should add, perhaps, that a Central Bank, in the exercise of its regulating 
functions, might in practice find somewhat wider scope for the employment of 
discretion in moving Government funds than the limited case which I have ventured 
to formulate. But such an authority would certainly recognise the principles (1) that 
the building up and retention of excessive Government balances as a normal means 
of supplying loanable capital is not sound practice ; and (2) that remittance through 
the paper currency reserve, at a time when remittance through Treasury is 
practicable, involves inflation, and ultimately, therefore, a correcting deflation. 

10. Finally it may be added (1) that surplus balances in England are earning 
interest for Government while surplus balances in India are not ; and (2) that if 
surplus balances have in fact accrued at home there is no point in letting that 
interest go to the bank (which would invest them on its own account if the Indian 
Administration did not) instead of to the revenues of India. 

11. My views and conclusions are : — 

(1) The maintenance of the Home balances at a minimum is not an end in itself 
and needs neither to be sought after nor deprecated. The contrary view arises, I 
think, from looking at the Home Treasury as a mere disbursing office and forgetting 
its place in the general exchange mechanism of India. 

(2) Normally, the only way of keeping the Home Treasury balances at a low 
average level is by maintaining a close correspondence between estimates and actuals : 
not as regards the Home transactions only or primarily, but as regards all transactions, 
revenue or capital, Home or Indian, which react on the aggregate Government balances. 
Sound estimating is of course always an end in itself and to this extent, but only 
consequentially, low Home balances are desirable. 

(3) Exceptionally, there may be reasons as to which a central bank should be a 
safe judge, and a commercial bank, however public spirited, hardly an impartial 
judge, for special steps to keep Indian balances temporarily at a relatively high level 
with the consequence of keeping Home balances relatively low. 

(4) When surplus balances accrue at home as the result of discrepancy between 
estimates and actuals it is possible to look on such surplus funds as provision for the 
Administration’s prospective requirements (see last sentence of first footnote to para. 4). 
But this fact, is not the cause of the surplus funds being sent to London. Nor is such 
antecedent provision called for on its own merits.® 

(5) Such surplusage is, in essence, a temporary balancing reserve (akin in function 
tp the Home branch of the paper currency reserve) set up by one group of normal' 
exchange transactions and liable to be used up (or in other words retransferred to ■ 
India) by another (e.g. Reverse bills ; c.f. also the transfers and retransfers described 
in the Paper Currency Report for 1924-5, page 15). 

12. Applying these results to the question put to me, I would summarise as follows 
the points which are essential to an adequate answer : — 

(A) What sums are needed by the Home Treasury 9 — The Home expenditure of the- 
year, including such large and uncertain factors, outside the Secretary of State’s- 
control, as the Railway capital expenditure. 

(B) What sums are available for remittance to the Home Treasury ? — The whole 
surplus of the Treasury balances in India, including not only that sum (an estimate 

* Indeed, any plea that this aim should be deliberately pursued seems opposed to Budget principles- 
I am of course assunaing that in the conditions of the future exchange will be fully maintainable at tbe 
chosen rate. This assumption could he less safely made in the pre-war period which, taken as a whole,, 
■vt&s a tentative period. And m recent years there has of course been no normal rate. 
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of A above) which is included in the Budget for remittance, but any further surplus 
which accrues through under-estimation of receipts of any kind or over-estimation of 
expenditure of any kind. 

(0) What sums will , in fact, be remitted to the Home Treasury ? — The whole 
amount (up to the limit of B) of the quite incalculable trade demand for remittance 
to India. 

While, therefore, it is clear that no inconvenience would be caused to the Secretary 
of State if the provision of funds was kept in exact accord with the maturing of 
obligations, it does not follow, as the question seems to assume, that the recurrence 
of large Home balances could thereby be obviated. This can only be achieved by 
exact estimating — Home and Indian — and this exactitude, on the Ways and Means 
.side particularly, may often be not even roughly obtainable. 

Finally, if the total Home remittance (paper currency as well as Treasury) is in 
question, no estimate worth the name is possible and no limit can be set. 


APPENDIX 78. 

Statement of evidence submitted by Mr. A. Bowie, General Manager 
of the Allahabad Bank, Ltd. (affiliated to the P. & O. Banking 

Corporation, Ltd.). 

1. I have the honour to submit, as an expression of my views from the standpoint 
of indigenous banking, (a) a note on the question of the control of the note issue and 
on what principles should control or management be transferred to the Imperial 
Bank of India, and (6) a note on the question of what measures are desirable to secure 
greater elasticity in meeting seasonal demands for currency. I beg the favour of 
your placing these notes before the Members of the Royal Commission on Currency. 

2. The control and management of the currency should be a function of 
Government and ought not to be delegated to an institution, however powerful, 
owned by, and managed primarily for the profit of, a body of private shareholders. 

3. The result of the working of the Imperial Bank Act has been to erect a 
quasi-state bank to a position where it is placed above economic competition and has 
left the indigenous banks defenceless against the operations of the state bank. 

4. The clauses of the Act are framed to give the widest permissive powers to the 
Bank to engage in general banking business and so that nothing in the Act may be 
construed as restrictive, it is specifically stated in the Act that nothing shall be 
deemed to prevent the Bank from allowing any person who keeps an account with 
the Bank to overdraw such account without security to such extent as may be 
prescribed. 

5. Further, no additional measure of security is provided by the terms of the 
Imperial Bank of India Act, 1920, in regard to the statutory information to be shown 
in the balance sheet. In fact, the measure of protection to the public in this respect 
is not equal to that demanded from the banks established under the Indian Companies 
Act in Form F, viz., to disclose the secured and unsecured advances and, as a 
guarantee of the independence and impartiality of the control of the bank, to show 
the sums due by the directors as principals and guarantors and as partners and 
directors in firms and companies. 

6. The privileged position of the Imperial Bank of India hinges on the prestige 
accruing to them as Government bankers which, in the eyes of the public, secures to. 
them the support of Government in an emergency. This position in itself means an 
actual monetary advantage in that, with their credit as Government bankers, the 
Imperial Bank of India ought always to be able to borrow at lower rates than other 
banks. 

7. One restriction placed by the Act on the Bank’s functions is that the Bank 
cannot engage in foreign exchange banking business so that the exchange banks 
working in India are relieved from the uneconomic competition of the Bank. 

8. There are no obligations Tinder the Act placed on the Bank requiring it to 
make advances to other banks against Government or other approved securities, 
so it is- within the power of the Bauk at any time, arbitrarily, to refuse banking 
accommodation. ■ 

K 
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9. The single condition imposed by the Bank Act requires the Bank to open 
100 new offices within a stipulated period. As consideration for this undertaking of 
banking development, formerly carried out by other banks on their own resources, 
the Bank is given the facility of free transfer of funds and a monopoly as Government 
bankers of receiving the whole of the Government balances free of interest, military 
and regimental accounts, trust estates, municipalities, railways, ports, universities, 
schools, security deposits and various semi-public funds. 

10. The use of interest-free funds, free transfer of funds, and the large payments 
it draws for its' services in connection with the management of the Public Debt places 
the Bank in a position, where it meets with competition for banking business, to quote 
rates unprofitable to other banks. Indigenous banking development except -within 
the organisation of the Imperial Bank is nullified. There is also the danger of banks 
being forced to seek profits in a class of business which ought to be outside the sphere 
of operations of properly managed banks. Both these conditions are conducive to a 
weak growth of indigenous banking. It is clear that there can be no strength in a 
nation’s banking system which depends for its development on a state-aided institution 
placed above competition. 

11. The strong competition of the Imperial Bank with indigenous banks is 
generally, admitted. In argument it may be stated that through the operations of 
the Imperial Bank, banking rates and charges have been lowered with a resulting 
benefit to trade. But if Government wished by conferring special privileges on a 
selected bank to benefit trade, then in fairness to the established banks these benefits 
should have been made available to trade through all the banks with which the public 
had been accustomed to deal. 

12. It may further be argued that banking services are given by the Imperial 
Bank to the state in exchange for the benefits conferred ; yet every bank gives similar 
services to its numerous customers, besides paying interest on customers’ balances. 

13. To add to the enormously valuable benefits and privilege accruing to the 
Bank through the operation of the Imperial Bank Act the right of note issue, with the 
revenue from the securities protecting the fiduciary issue, or with the revenue from a 
direct payment, estimated without competitive tender, for control and management, 
would have the effect of erecting an unassailable banking monopoly in India. 

14. The control of the note issue in the hands of a state bank, competing with 
other banks for general public patronage and banking business, would place banks in 
a position of dependence to the state bank and there would be the risk of bankers’ 
needs in the matter of the issue and exchange of currency notes being made, 
particularly at the up-country offices of the Imperial Bank, secondary to the needs of 
the Imperial Bank’s own non-banking customers. 

15. No definite benefit would accrue to the community through the tr ans fer of the 
control and management of the currency to the Imperial Bank of India. So long as 
proper reserves are laid down by statute to ensure convertibility and to ensure that 
the rupee will have a common monetary basis with the leading currencies of the 
world the question of a managed currency will not arise. There would be a distinct 
loss to the banking community if Government ceased to control the currency. The 
definite guarantee of impartiality, which the control and management of the currency 
by the Government of India provides, would be lost if these functions were transferred 
to a state-aided bank that is in active competition with other banks for general 
banking business. If it were decided that the note issue should be handed over to 
the Imperial Bank, then the status of the Imperial Bank should be analogous to that 
of the Bank of England, a state bank, which does not compete with other established 
banks in general banking business. 

(a) Measures desirable to secure greater elasticity in meeting seasonal demands 

for currency and what conditions should be prescribed with regard to the 
issue of currency against hundis. © 

(b) Greater elasticity in meeting seasonal demands for currency can be expressed 

in other words as provision for increasing the amount of loanable capital at 
the busy seasons of the year. * 

16. The currency ought to have no concern with the provision of loanable capital 
Assuming that an effective gold reserve for the note issue is established the volume of 
-currency will increase and decrease with the gold withdrawals from or deposits in 
the gold reserve. This will be automatic following the seaspnal demand for currencv 
in India. Rupee exchange will move within the limits of the gold points, accor ding 
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to the demand for rupees. Loanable capital to finance seasonal demands will flow 
to or from India through the agency of the gold reserve ; the attraction of loanable 
capital to or from India being governed by the comparative profits yielded by the 
Indian or English bank rates. 

17. The Imperial Bank rate should be regulated by the demand for money or, in 
other words, by the supply of loanable banking funds in India. Artificial measures 
for controlling the bank rate should not be resorted to. The bank rate ought to be 
the limiting and regulating agency controlling credit. Easy credit encourages 
over-trading leading in the end to financial crises. A high bank rate when seasonal 
demands are urgent is salutary. It keeps speculation within bounds, is a factor in 
preventing goods being held unduly for a rise in price, increases the velocity of the 
turnover of banking funds, and attracts local money to the money market. Money is 
available in India if the price is paid for it, and there is no more powerful agent for 
bringing hoards into fruitful employment than a good price for money. 

18. There ought to be no question of emergency currency until an emergency has 
arisen, when, if panic conditions exist, the Government can take exceptional measures 
to suspend the Currency Act within strict limits and conditions. 

19. Regarding the question of what conditions should be prescribed for the issue 
of currency against hundis I beg to state my opinion that the currency should not be 
asked to function as a re-discount market. It is a dangerous principle to admit that 
loanable capital can be manufactured by the issue of currency notes against the deposit 
of security. The supply of loanable capital is a banking function. If the local money 
market does not suffice to meet seasonal demands then additional supplies of loanable 
capital must be attracted from money markets outside India. 


APPENDIX 79. 

Statement of evidence submitted by Mr. M. M. S. Gubbay, C.S.I., 
C.I.E., General Manager and Director of the P. and O. Banking 
Corporation, Ltd., London. 

This Note is submitted on the assumption that it is permissible to travel beyond 
the particular points covered by the Supplementary List of Questions, and is intended 
to concretise the points on which I should wish to tender myself for oral examination, 
in addition to points covered by the Supplementary List. 

1. The basic principles on which the plan appears to rest are : — 

(1) The responsibility for the holding of exchange, whatever maybe the point at 

which it may be stabilised, should not rest, as hitherto, on the authorities 
in Simla and London. 

(2) Fluctuations of exchange should be left to be corrected automatically by 

the inflow and outflow of gold. 

(3) For this purpose, as also as an internal circulating currency medium, a 

gold coin should be introduced. 

(4) Indian Bank Rate policy will play an important part as a regulator to 

check or stimulate, as circumstances may require, the movements of gold 
in and out, and, therefore, the credit and exchange policy of India must 
be unified and be directed by the Imperial Bank. 

2. One of the primary issues which emerge from any consideration of the Indian 
exchange system is the question of the Government participation in its management. 

My view, as an old official of the Finance Department, is that the Government 
authorities themselves wish to see reduced to a minimum their responsibility and their 
intervention. 

3. A complete change over, however, such as is contemplated in the plan, involves 
two radical changes in the Indian financial system : — 

(1) the reduction of the status of the silver rupee ; 

(2) the alteration of the character of the present Government currency notes 

into bank notes payable in gold. 

4. 1 do not consider that the effects of these two measures have had due weight 
given them in the proposed plan. The stages through which the scheme can bo 
brought into ultimate complete- introduction should be considered with reference to 
the practicability of these two measures. I do not believe that it is possible as yet 
to contemplate either of these two changes ; singly each would have very far-reaching 
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consequences, and jointly they would result in general confusion ancl disturbance of 
the existing machinery. 

5. A gold coin in internal circulation and commonly acceptable is an essential 
preliminary to the proposed reduction of the status of the. silver rupee. It will be 
only when the necessary conditions of general acceptability of. such a coin as an 
internal circulating medium that the stage of demonetising the silver rupee could be 
safely entered upon. 

6. I feel very strongly that the replacement of Government currency notes by a 
bank note, whether payable in gold or silver, needs to be considered, not merely with 
reference to its acceptability as such, but also with reference to the different conditions 
under which a bank note will be available for issue. So long as the note is that of 
the Government and not of a bank, impartiality can generally be expected from those 
whose function it is to manage its issue, whether at local points or at the chief 
commercial centres. Suggestions have already been made of partiality under the 
system now obta ining at some inland points on occasions. It must be remembered 
that notes play a most important part in the movement of produce and goods from 
point to point. 

A bank which has at its command the supply of notes available at any particular 
trading centre is naturally regarded as being likely to offer better service than another 
bank which does not enjoy this privilege. The utility of other banks to the trading 
and general community may be impaired, and their sphere of activities seriously 
curtailed, and it maybe that there will be some reaction on the progress which the 
note-using habit has made among the community as a whole. 

7. If the Government responsibility for the convertibility of the note is to be 
withdrawn, the acceptability of the bank note will need, in my view, to be secured by 
provisions as to a metallic proportion far higher than that proposed in the plan. The 
credit of the bank note can hardly rest on a metallic basis smaller than that which 
past experience has shown to be required in the case of the Government currency note. 

8. The admissibility as fiduciary cover for the note issue, whether Government or 
bank note, of internal trade bills appears to me to be questionable. The primary 
objective should be to attract gold into the Indian currency, under whatever system 
it is to be operated, whenever Indian monetary requirements call for an increase in 
the currency. The rediscounting of internal trade bills bj T means of an enlargement, 
even temporary, of the currency will interpose an obstacle to such flow to India. 
Further, such rediscounting becomes all the more questionable when the trade bills 
to be offered as cover for the fiduciary issue are bills not rediscounted with the 
Imperial Bank or with the bank of issue by other banks, but may be bills purchased 
by the Imperial Bank in its character as a bank engaged in general commercial and 
joint stock banking. 

9. Similarly, the provision as to the admissibility as fiduciary cover for the note 
issue of sterling bills drawn in India will, if it became operative, also interpose an 
obstacle to the flow of gold into India. 

10. The plan lays upon the Imperial Bank the obligation to keep the Secretary of 
State supplied with funds to meet the sterling charges of Government. 

As the custodian of the Government’s balances and as holding bankers’ balances 
the Imperial Bank has responsibilities as well as privileges ; the discharge of these 
functions cannot always be impartially harmonised with its own interests as a bank 
engaged in joint stock banking, and commercial banking, as a branch bank and as a 
bank of deposit ; and the privileges which it already possesses secures for it a favoured 
position. The extension of its functions so as to embrace (a) the management, as 
principals, of the note issue, and (b) the provision of the sterling requirements of the 
Indian Government will not only vastly increase its commitments, it will also increase 
the points at which its interests, as a private institution designed to rnaVa the best 
use of shareholders’ capital, come into conflict with its duties as an impartial body 
conceived for the purpose, and charged with the duty, of regulating the supplies of 
credit in the general interests, and of stimulating under guidance and wise control 
the development of banking in India. 

It would appear to be essential to define very clearly and rigidly the limitations 
which should be . observed by the bank in the different capacities in which it will be 
required to function if room is to be made available for other banking enterprise in 
India. Preferably, these different functions should be differentiated, and their 
•discharge left to be effected, not by one single institution, but by separate institutions 
or agencies. 
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APPENDIX SO. 

^Statement of evidence submitted by Dr. T. E. Gregory, D.Sc. (Econ.) 
Lond., Professor of Currency and Banking in the University of 
London. 

The 'impee should he stabilised and the gold standard adopted. 

1. I believe that the time has now arrived when the stabilisation of the rupee 
•can be safely undertaken. At the time of the Babington-Smith Commission, it was 
not held that the practical abolition of the gold standard in Europe stood in the 
way of fixing a parity with gold, and the case against a continuance of a fluctuating 
■exchange is much greater now, when the greater part of the world has again 
stabilised the external value of the various currencies employed. 

The time has also arrived, in my opinion, when India should adopt the gold 
standard, and not merely the gold exchange standard. I base my opinion upon thg 
well-known fact that Indian public opinion has long demanded such a step, upon the 

• consideration further that the failure of the experiment of 1920 has discredited the 
- Currency policy of the Indian Government; lastly, upon the feeling that the wider 

the area in which gold serves as a standard and the principal coin, the less the danger 

• of a further fall in the value of the metal. 

'.The rupee should he stabilised at the rate of Is. Gd. 

2. I attach no importance to the suggestion that the • transition to the gold 
-standard would involve a smaller demand for gold if a rate lower than the exis tin g 
rate were adopted as' the basis. This view seems founded on the erroneous idea that 
the total volume of the currency in India would be the same whether the parity 
were Is. Gd. or Is. 4 d., or even a lower figure. If a rate lower than Is. Gd. were 
•chosen, the volume of money in India would have to be increased to prevent the 
sterling value of rupees from rising, and consequently money incomes would rise 
also. It makes no difference whether an individual buys 113 grains of gold with 
13 rupees or with 15, if he is in the second case given a larger number of rupees to 
buy the gold with. It is true that a reduction in the gold or sterling value of the 
rupee would reduce the buying power of those classes of the population whose 
incomes are fixed in terms of money, by law or by custom, but I cannot admit that 
this would make much difference to the total demand for gold, or that, even if it did, 
it is a policy which ought to be advocated. I do not think that the serious social 

• consequences which accompany a fall in the value of money are outweighed by the 

• considerations that the adoption of an Is. Gd. rupee gives an awkward relation to the 
£ sterling, or that it may have some slight effect in stimulating imports into India, 

• or that on paper it gives a higher sterling yield to the holder of rupee securities. 
So long as gold only buys about ten-seventeenths of what it did before the war, the 

• creditor of the Indian Government has very little to be jubilant about. In auy case, 
.-against his gain must also be set the gain to India arising from the smaller rupee 
burden of the Home charges. 

'The question of gold output and prices. 

3. I have no special technical knowledge of the economics of the gold-mining 
■industry, which would enable me to give a categorical answer on the subject of the 
future output of gold. But the general economic aspects of the matter are clear 

• enough. There is no reason to suppose that gold-mining differs from other mining, 

. so that it is likely that the progress of mining technique will operate in the future, 
as it has in the past, to make the marginal mine one that in the past it would not 
have paid to work at all. This kind of influence on the output, of gold one has every 
reason to expect, even if no new areas are opened up. Of course, if world ■ prices 
were to fall, it would pay to operate mines even poorer than the present marginal 
,ones. Thus, though it may be true, as Air. Joseph Kitchin has argued, ^ that the 
tendency for gold output is to fall, yet the rate of decline may be slower than was 
.anticipated. In any case, the fall in output which he predicted in 1924 has not yet- 
begun to manifest itself, for his estimate of gold output for 1925 is higher than his 
-estimate for 3924, viz. £81 millions against £79 millions."}" Even if we take his 
■original figures . and argue that world production will fall in the next decade at the 
rate suggested by him, world-output would' still be £74^ millions in 1930, and, on 
•.the assumption of a continuous fall at the same rate, £67 millions in 1940. If we 

* Harvard Review of Economic Statistics, April 1924. “ Gold Production : a Survey and Forecast/* 
t Figures from Messrs. Montagu’s “ Annual Bullion Letter.” 
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assume that the Indian private demand will continue at the average _ pre-war rate- 
(1908-13), i.e. 29 crores, say, at Is. 6 d. per rupee, £22 millions, and if wo further 
assume that the transition to the gold standard were to start in 1930 and were to he 
completed in 1940, then India would absorb about three-sevenths of the current 
supply in the first year, and rather less than 50 per cent, in the last year. 

The world’s industrial consumption of gold is stated in the 1923 Report of the 
Director of the U.S.A. Mint as 87 million dollars in 1921 and 101 million dollars in 
1922. If we take £20 millions as the average figure, then the Indian private demand 
plus Indian currency demand plus world industrial consumption would absorb if and 
|| of the total output at the beginning and end of the transition period ; the surplus • 
available for the currency demands of other countries being then in absolute amounts 
about £23 millions and £15 millions respectively. 

4. Auy prediction as to how the future of prices will be affected by demands for- 
gold of this order of magnitude in relation to the supply of gold as estimated is 
impossible, so long as we know nothing of the future reserves of gold which nations 
will think it worth while to keep. In this respect the war has brought about a 
currency revolution. Lehfeldt® and Cassell have shown that in the 19th century 
the secular course of prices varied according as the actual output of gold rose or fell 
below the “ required ” output, i.e. the amount which would just have kept prices 
steady, world productivity being what it was. Both these writers agree that in 
pre-war years the actual output needed to be between 2 per cent, and 3 per cent, of 
the actual stock of gold in existence in order to keep prices steady. But currency 
conditions to-day have completely altered. Rot only is little gold in circulation, but 
it is now recognised that the central banks of the world kept gold reserves much', 
larger than they needed to keep in order to meet all demands likely to be made on 
them. The result was, of course, to keep up the value of gold. 

The tendency in the post-war world is to keep smaller reserves, partly because- 
central banks want as large a portion of their assets as possible to be earning assets, 
partly because the war showed that gold reserves were not the sinews of war that they 
had been supposed to be before the war broke out. Consequently a falling off in 
gold output does not necessarily have any direct effect on price levels at all in these 
days ; banks reduce their reserve ratios a little, and that is all. Some banks have 
reserve ratios which are absurdly large, even now, and it is quite clear that it would 
pay, in the strictly economic sense, for the United States to exchange 500 millions of 
superfluous gold in the vaults of the Federal Reserve System for an interest-hearing 
debt contracted by India. Taking a world view, I cannot regard a demand for an 
.extra £100 millions of gold on the part of India as likely to imperil the general 
stability of world credit in any way. 


The position of the London money market. 

5. Though it is, in mv opinion, clear that the present and anticipated yearly- 
output of gold, and the present monetary gold stock of the world, are quite large 
enough to support an additional demand of the kind suggested in the “ Proposed 
Scheme,” I feel also that the proposal to absorb as much as £50 millions within one- 
year of the commencement of the plan would tend to create alarm in the London 
money market, and would to that extent cause opposition to the whole plan to 
be intensified. The gold in the Bank reserve can be taken at £23f millions, the- 
reserve ratio at 20 per cent, as compared with the pre-war 45 to 50 per cent. Under 
these circumstances, it. can be argued that the inauguration of the scheme would 
involve grave risk of higher hank rates here, in order that the gold taken for India 
from bank reserves here would he attracted here again, either from South Africa, 
America, or other areas at present on a gold standard. The question whether such 
higher bank rates here would inaugurate a series of rising rates in the rest of the 
world depends on the extent to which other countries regard themselves as possessing 
surplus stocks of gold or not ; if they were content to allow gold to move to London 
to replace that taken from thence, the influence of a higher bank rate would be directly 
confined to London, though it might have indirect effects elsewhere. 

Under the actual circumstances of the London money market, a drain of gold to 
India would probably not have the effect, so much of raising rates over time as- 
of postponing their reduction. The position of London is complicated by the 


* Lehfel&t. Gold Prices and the Witwatersrand^Chsppt&Y IT. 
t Cassel- Theory of Social Economy, Vol. II., Sec. 53 et seq. 


See op, tit* p. 37 for farther references. 
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• circumstance that the process of adjustment to the restored gold standard is still going 
on, and the market is thus peculiarly sensitive to losses of gold. The tendency of 
rates to fall when our own adjustment had been completed might thus be interfered 
with ; but to the extent that the bank authorities can be induced to consider a lower’ 
reserve as not necessarily imperilling the position of London as a financial centre, an’ 
outflow of gold to India would not induce permanently higher rates. Whilst I regard 
it as very important that any acquisition of gold should be carried out in such a way 
as not to bring undue pressure to bear on <the London market, both on economic and 
psychological grounds, I think it desirable to stress also the two following points' 
in order to avoid misunderstanding : — 

(а) A country cannot “ lose ” its gold against its own will. Gold can always be 
got at a price : the price to be paid is a price-level which will attract gold. 

(б) The acquisition of gold in pursuance of a pre-determined plan is, in its 
reaction on the situation in the country from which the gold is drained, to be judged 

• differently from losses of gold in that country due to lack of equilibrium of price-levels. 
For the latter indicates a disease which is peculiar to a particular area, which, unless- 
cured, means continuous monetary derangements. The policy which must follow 
from the former situation depends on whether or not stocks, in the country from 
which gold is taken, are to be regarded as redundant or inadequate. 

£100 millions of gold not necessary. 

G. I do not, however, regard the amount of gold which will be required by India, 
in order to pass to the gold standard, as being necessarily anything like as large as 
the figure stated in the “ Proposed Scheme.” This opinion I reach on the following 
. grounds : — 

(а) The scheme is built up on the old-fashioned assumption that the correct way 

• of inaugurating a gold standard is to acquire large supplies of gold and to exchange 
them for silver, which will then be sold at a loss, the extent of which it is impossible 
to estimate beforehand. This method of introducing the gold standard quite rightly 
foresees that it is impossible to maintain in circulation both the exis tin g volumes of 
non-gold currency and the amount of new gold it is desired to introduce ; and hence 
proposes to deal with the matter by reducing the legal tender quality of the silver 

-coin. But the value of the silver rupee depends not on this, but on its quantity. I 
•believe this method to be wrong in principle and likely to bring about the very evils 
.it is desired to avoid. 

(б) The introduction of the gold standard does not logically or practically involve 
the immediate circulation of large quantities of gold. What it does involve is the 

■ extension of the use of gold in the future , i.e. the opening of the Mints to gold, the 
grant of full legal tender power to gold and the maintenance at par with gold [though 
not the immediate right of conversion into gold®] of all other forms of currency. The 

■ correct device for passing over to the gold standard is thus the limitation of the 
quantity of other forms of currency. The normal growth of trade and population 
can then be relied upon to fill the gap caused by the non-increase in the other 
forms of currency, other than gold. 

Provided that the quantity of silver is limited, there is no reason to limit the legal 
tender quality of the silver rupee, and every reason why it should not be limited. 

(i) The knowledge that such silver as is actually hoarded will be deprived of its 
legal tender quality is surely the best means possible of causing a panic and of 
increasing the immediate supplies of gold which may have to be provided. This 

• danger of panic demands is certainly increased by the suggestion in para. (ii), that 
the putting into circulation of a gold, coin in exchange for notes and rupees should be 
discretionary in the interim stage of the scheme. Whether or not the scheme is 
introduced by stages, on the lines suggested in the “ Proposed Scheme ” or on some 

• other basis, both Government and the people of India should know in advance 
precisely what it is intended to do at any particular stage. 

(ii) Assuming the scheme to be adopted, there seems considerable danger that the 
time required to carry it out will be increased owing to the pressure of interested 
parties, who will protest against the losses to them resulting from the fall in the price' 
of silver. The experiences of Germany after the currency reforms of 1871-3 show 
how the fear of loss from the sale of large stocks of silver on the one hand, and the 
alarms of the silver party on the other hand, produce the very situation it is hoped 

* That is, the date at which the Mints are opened to gold need not coincide with the date at which 
.silver is made convertible into gold on demand. 
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to avoid : a panicky silver market and a postponement of the final stages of the- 
reform. If the Government is to get rid oi silver, let it do so as soon as possible and 
not disorganise the market for 10 years. 1 attach no very great importance to the 
argument that the annual sales would amount only to the “ average net imports of 
silver into India in recent years.” The net demand for silver in India will decline,, 
mainly because if silver is regarded as likely to depreciate in value no one will want 
to lioid large stocks of it. (I can 1 see no virtue in the proposed import duty : the 
world price is bound to fall if large sales of silver take place, and though the Indian 
price may be somewhat above the world price, it too will be lower than it is now. If 
it, is much above the world price, the duty will certainly encourage smuggling. The- 
political consequences of the policy also seem to be undesirable.) 

(iii) A further point may be alluded to here. India is a relatively poor country, in 
which the mass' of ordinary transactions is likely to be for small amounts. On the 
other hand, technical conditions make the issue of small gold coins undesirable. The 
present rupee stock, including those in the currency reserve is only about 12 per- 
capita. I suggest that this is not an amount which, provided that the total is not. 
increased during the transition period, could possibly imperil the transition to the 
gold standard. 

(iv) I notice a suggestion in para. 4 (i) in the Proposed Scheme which should be 
questioned. I refer to the sentence implying that during stage I “ a statutory 
obligation should also be imposed on Government to give, in exchange for gold- 
bullion, notes or silver at a price equivalent to the par of exchange, &c.” There is 
no valid objection to be made if this sentence only implies that silver or notes- 
will be issued against tender of gold within the limits of the existing issue ; if it 
implies that the volume of notes or rupees is to be increased, it will delay and not 
assist the progress of the reform. For, so long as the rupee or the "notes are 
not convertible at will, their value does not depend upon the nature of the security 
behind them, but upon the total quantity in circulation. To the extent that 
there are more rupees or rupee notes, to that extent, other things equal, will their- 
value fall. As the object of the reform is to leave a gap in the circulation which can 
be filled by gold, silver or notes should only be given for gold within the limits of the- 
actual existing circulation, so long as complete convertibility has not been introduced. 


7. I am of opinion, therefore, that there should be no interference with the legal, 

tender quality of the rupee. If the rupee remains unlimited legal tender, a reduction 
in the number in circulation is not necessary on any grounds, no heavy pressure on 
the world’s money markets will then be felt and no danger to the progress of the 
reform will arise from the possible ill-effects of the sale of very large amounts of 
silver. The reduction in the number of rupees, in order to widen the area to be- 
occupied by gold, should be confined to the sale of the rupees in the paper currency 
reserve. As, however, the smallest gold coin cannot be less than Us. 10, and as 
it would probably be better to make the smallest gold coin twice as large as this. 
Government will always require some silver for the conversion on demand of the notes- 
under Rs. 10. If no notes under Rs. 10 are issued, the place of silver in the 
circulation will be increased. The maximum sale of silver would thus be 90 crores 
and it might in practice be a good deal less (see para. 9 below). ~ ’ 

8. I come now to the transition to the gold standard. I recommend 

. C<=0 That the Mints be immediately opened to the coinage of full-weight gold coins 

m unlimited quantities. The minimum denomination to be Rs. 20 until the 
inauguration of the full gold standard, which I recommend should not be delayed for 
a period of more than five years from the date that the Mints are thrown open to the- 
coinage of gold. The size of the smallest gold coin can then be reduced to Rs 10 if 
it is considered desirable. The gold coins to be unlimited legal tender and’ a. 
Seignorage chargG to cover cost of coinage to be imposed. 

(6) That no further coinage of rupees or increase in the note-issue beyond the 
present limits be permitted m the interim period. If gold be tendered for notes, the- 
total of the notes, to remain unaltered, and a corresponding portion of the investments- 
in the paper currency reserve to be cancelled. 18 

(c) That of the 90 mores of rupees in the paper currency reserve such portion to- 
be sold as is not required to take the place of notes under Rs. 10, the retirement of 
which I recommend, and a further amount which maybe required to encash suck 
Rs. 10 or other notes as may be presented for redemption before the expiration of the 
first five yeais of the scheme. On the inauguration of the convertibility of notes into 
gold, whilst some silver will probably still have to be held, the silver portion of the 
paper currency reserve to be reduced still further. ' portion oi tne 
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9. Estimating the amount of notes under Rs. 10 denomination as in the neighbour- 
hood of 20 crores, this scheme involves a maximum sale of 70 crores, or, saj*, 50 crores 
within the next five years. The minimum amount of gold to be acquired will amount 
to 27 crores or £20^- millions sterling, or about £‘4 to £5 millions per annum. The 
sale of 50 crores of rupees will involve some 172 million ounces which, at the price 
estimated in the “Proposed Scheme,” would bring in about £17 millions. The 
resulting deficiency should be made good either by a loan or by appropriations out of 
the gold standard reserve. 

10. The Committee may care to consider the case for the immediate commencement 
of an Imperial Bank note issue. This could be done by transferring the gold in the 
paper currency reserve to the Imperial Bank, which would issue gold certificates 
therefor. Gold when presented for the first five years would be bought not with 
rupee notes but with gold certificates, a given increase in the Bank’s issue of these to be 
accompanied by a proportionate reduction in the fiduciary note issue of the Paper 
Currency Department. Gold acquired by Government against the sale of silver 
similarly to be transferred to the Bank and the gold certificates to be held in the 
paper currency reserve instead of the gold itself. In this way, at the end of 
five years, the Imperial Bank would hold a minimum amount of gold equal to 
57 crores against a total of 57 crores of gold certificates in the paper currency 
reserve. Assuming no gold to have been sold to the Bank for gold certificates 
except by Government, the Government note issue would still remain at 190 crores. 
If 10 crores of gold had been sold to the Bank the Paper Currency issue would 
stand at 180 crores, the Bank’s gold certificates at 67 crores, of which 10 crores 
would be in circulation and 57 crores would be held by Government. This 
suggestion does not in any way alter the economics of the situation ; it has the 
sentimental value that it would afford some proof that the transition from a 
Government to a Bank paper currency was under way. A special department of 
the Imperial Bank would have to be created, and the certificates would have to be 
at all times fully backed by the gold which they represented. Since gold coins 
would already be in circulation there is no reason why these certificates should not 
be convertible into gold on demand. 


APPENDIX 81. 

Statement of evidence submitted by Dr. Edwin Cannan, M.A., LL.D., 
Professor of Political Economy in the University of London. 

1, The interest of India. 

If (a) 1 felt complete confidence that the principles of the gold-exchange 
standard would always be properly carried out, and if (b) I disregarded the view of 
the question which is taken, rightly or wrongly, in India, I should see, so far as India’s 
interest is concerned, very little difference between a gold-exchange standard and 
a gold-currency standard. 

But neither of these conditions are fulfilled. 

(a) Considering the histoiy of the past and the probabilities of the future, I feel' 
no confidence that the management of a gold-exchange standard will always be in 
the hands of persons willing and able to make it a success. Therefore, if I were 
myself an Indian, I should prefer the simpler gold-currency standard as being less 
likely to be broken down by bad management. I should not regard the fact that the 
gold-exchange standard, properly worked, is a little cheaper, as sufficient compensation 
for the extra risk involved in it. 

(b) Opinion in India cannot be disregarded. So far as I can judge, the opinion of 
those who take any interest, in the subject in India is overwhelmingly in favour of a 
gold-currency standard. Probably this is very largely a matter of national sentiment, 
the feeling being that Western nations adopted gold currencies in their own interests, 
and that India is prevented from following their example by the influence of London 
financial circles upon the British Government. To argue that India is too poor and 
backward to make good use of gold is very naturally regarded as adding insult to 
injury. It is extremely desirable in the general interests of India that a grievance of 
this kind should be removed at the earliest possible date, even if its removal costs an 
appreciable amount of money. 

2. The interest of Great Britain and the West generally. 

The interest of Great Britain and the West generally is that India should be 
prosperous and well satisfied, and to secure this Great Britain might well be 

Jj 
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contented to incur some inconvenience, especially when the inconvenience would not 
be peculiar to herself, hut would he shared by most of the Western countries. Hut 
it seems more likely that the gold-standard countries would be benefited than that 
they would be inconvenienced by the introduction of a gold-currency system in India. 

The production of gold is likely to remain high for a considerable period yet. 
The European and American demand for additional gold for currency is not likely to 
be as great as before the war, since (a) people who have once become accustomed to 
paper currency do not wish to return to gold coins (e.g. California has not returned 
to the habit of using gold coins), and (b) the superstition that immense cellarfuls of 
eternally idle gold are necessary to “ back ” or “ support ” the value of paper 
currencies is, like other superstitions, losing strength. Consequently, if the East 
takes no more gold than befere, there is great danger of a further depreciation of 
gold, and, which of course is the same thing, a further rise of prices in the gold- 
standard countries. It is true that rise of prices makes things temporarily easy for 
the business man who lives by profits, but all experience goes to show that it teuds 
towards general unrest and the spread of revolutionary and destructive ideas, that it 
ruins government finance, and should be avoided like poison by eveiy wise statesman. 

Additional demand from the East, therefore, i£ on a moderate scale, is not to be 
feared, but to be welcomed by the gold-standard countries of the West. 

■3. Smallness of the amount of gold required for a gold-currency standard. 

I see no ground for supposing that if complete liberty of exchanging all silver 
rupees and currency notes into gold coins were given at once all over India, there 
would be an enormous demand for gold coins, unless some ill-advised action had 
created distrust in the rupees and notes. 

Small cash is a necessary of civilised life. The principal factor in determining 
how much per head of population will be required in the smaller coins is the magnitude 
of the coin or note immediately above them. In other words, the amount per head 
of silver coins in any country, where gold or notes are used for large payments, Avill 
be found to depend principally on the magnitude of the smallest gold coin or note. 
The silver coins in circulation in the United States amount to about 2f dollars per 
head ; in England they are about double that amount, and the explanation obviously 
is to be found in the fact that the lowest note in England, ten shillings, is much bigger 
than the lowest note in the United States, one dollar. 

The poorer the people, the larger the proportion of their total cash will be in coins 
of small value. 

Taking these facts and everything else known to me into consideration, I find it 
difficult to believe that no more than Ks. 5 per head would be required for active 
circulation, even if the smallest gold coin were the half-sovereign and the existing 
amount of 5-rupee notes remained in circulation. If the smallest gold coin were a 
10-rupee piece, which is quite small enough fora gold coin, the amount required would 
be still larger. 

The impression that in case of the introduction of gold currency there would be a 
rush to convert silver coins into gold ones seems to be founded on a belief that a large 
proportion of the silver coin outstanding consists of hoards which have been saved 
and are not in very active circulation, and, further, that these hoards would to a large 
extent be brought out for conversion into gold. But, granting their existence, why 
should these hoards be converted ? To bring them out would be inconvenient to the 
owners owing to the risk of publicity and robbery, and nothing would be gained by it 
except some saving of space, which is really quite negligible in the case of hoards 
already made. No doubt in future those hoards, if any, which would under existing 
circumstances be made in silver coin, would tend to be made in gold coin, but there 

seems very little reason to expect any appreciable conversion of existing hoards 

provided, of course, as I stipulated at the beginning of this section, nothing were 
done to create distrust in the silver coins. » 

4. Silver rupees should continue to be unlimited legal tender. 

Few things aie more likely to create distrust in the silver coins and consequently 
lead to a wild rush for gold than an announcement that it is intended to enact that 
after a certain date they shall cease to be unlimited legal tender. An Englishman 
knows by experience that the limitation is of no practical importance, and has no 
fear, when he happens to have collected a hundred or even a thousand shillings that 
those coins will not buy him as much as five pounds and fifty pounds in notes or 
sovereigns. But to an old Indian villager the news that he has got more silver rupees 
than his creditor need accept is likely to be most alarming. Prudence will suggest 
to him that he should at once take advantage of any possibility of converting his 
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silver into more reliable money. The proposal to limit the legal tenderability of silver* 
rupees is most dangerous and should not be mentioned even as a remote possibility. 

In limiting the legal tenderability of the silver rupee India would only slavishly 
•copy a completely unessential and unimportant feature in the English system. Adam 
Smith suggested a limit for the English silver long before the true principle of token 
•currency had been discovered, and he had nothing to say for his proposal except that 
it would prevent bankers on whom there was a run from endeavouring to gain time 
by paying in sixpences, and thus, he thought, induce them to be more careful to keep 
reserves adequate to meet a run. In 1816 his proposal was adopted, and since then 
the English silver currency has given little trouble, but this has not been in the least 
•due to the legal tender limit of forty shillings. It is due to the fact that the executive 
■Government, apparently by accident rather than by design, never carried out the 
intention of the Act of 1816, which was to establish free coinage of silver, subject to 
a seignorage.* The Mint was kept closed against coinage of silver for anyone except 
the Government itself, and the Government voluntarily limited the amount issued to 
■what would circulate comfortably at par. Not understanding this, writers on currency 
■and authors of economic text-books used to say that the value of the silver coins was 
maintained by the limitation of their legal tenderability — as if a disability could 
increase the value of anything! When this extraordinary doctrine was challenged, 
the only defence which could be thought of was to allege that the limitation prevented 
the silver currency being much increased (and therefore depreciated) by the operations 
of false coiners — as if there were the least probability of false coiners trying to pass 
nine bad half-crowns or forty-one shillings in a single payment ! Mr. Ambedkar, in 
.a book which in some respects is valuable (“ Problem of the Rupee,” p. 290) tries 
to revive the doctrine by suggesting that the limitation of legal tender prevents the 
Government itself from issuing too much token currency. But this is not true, since 
in transactions between the post office and its customers, and in paying dockyard ancl 
other weekly wages, the Government can easily pay out far more silver coins than it 
receives, and that without compelling anyone to take more than 40s. at a time. 
As a matter of fact, when Goschen was Chancellor of the Exchequer and wanted “ to 
do something for silver,” the Government did actually issue too much in that way, 
and was only stopped by the remonstrances of the banks, which objected to having 
their vaults crammed with silver coin which their customers had no need for. 

It must not be forgotten, too, that the wildest advocate of a limitation of legal 
tender has never gone so far as to claim that it brings about a reduction of the silver 
■currency when that is required in order to meet a diminution of demand. In a steady 
progressive state of things such a diminution is not likely to occur, and none seems 
to have been observed in Great Britain after 1816 till recently. Then it was found 
that the silver currency required a considerable reduction from the peak which it had 
reached during the war or the armistice period, and the Government had to withdraw 
no less than £7,000,000 from circulation and place it in reserve. 

There are, of course, plenty of examples of silver currencies with unlimited legal 
tender power existing in gold-currency standard countries. The thalers in Germany 
after 1870 are an historical instance ; the silver dollar in the United States is still, I 
think, unlimited legal tender. 

•5. Silver rupees should, like notes, he convertible into gold coin. 

It is true that in Great Britain the Executive has maintained the value of the 
silver currency without being compelled to do so by Statute, and that in the United 
States the Executive has at some periods maintained it while the Legislature was 
•doing its best to destroy the gold standard, but it seems desirable as a rule that the 
•obligation to keep up the value of the silver by not issuing too much and by 
withdrawals when by any accident the amount has become excessive, should be 
definitely imposed upon Executive Governments. ' The best way to impose the 
obligation is by requiring the Government to convert the silver into gold coin on 
demand, as was done in the German monetary reorganisation of 1870. 

I see no reason for supposing that India should be an exception from the rule. 

6. Cautious and gradual hut rapid introduction of gold-currency standard. 

I submit the following as the steps by which the transition to a gold-currency 
standard could be made in India without any large risk at any point and at the same 
time with considerable rapidity, assuming, of course, that difficulty is not introduced 
by an attempt to combine the reform with a departure from, the already established 
•actual exchange market value in gold of the rupee : — 

* The provision for free coinage of silver was not struck out of the law till the Coinage Act of 1870* 
If it had remained till the time of the "bimetallic controversy, doubtless much more would have been 
heard of it. 
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(a) At once open the Mint to the free coinage of gold; the Mint to be bound to. 
give (after a reasonable interval for time in manufacturing the coin) as much gold in 
coin as it received in bullion less a small charge for cost of manufacture. 

(b) At the same time declare the new coins and equivalent old ones, ll any, to lie 

lerral tender (unlimited) as rupees at the ratio fixed (e.g. if the Is. 0 cl. exchange is. 
the basis, sovereigns would be legal tender for 13'. rupees and a new LO-rupee coin, 
would contain as much gold as a sovereign and a half). . 

(c) At the same time suspend all additional issues of silver com, and stop air 
additional issues of notes redeemable iu silver. 

(d) Then mak e the notes convertible into gold coin at the option of the holder,, 
but proceed by instalments, taking first the notes of largest denomination, and 
proceeding downwards, class by class, very rapidly if no demand appears at each 
stage, till all the notes are convertible into gold. 

(e) Then apply the same method to the silver rupees, taking them m instalments, 
beginning with those of most recent date. 

There seems every reason to believe that if this method were adopted without 
much flourish of trumpets, complete convertibility of silver coins and notes into gold 
coin could be introduced in the course of a single year without causing any appreciable 
demand for gold. The overwhelming majority of the people would not become 
aware that any change was going on, and those who knew about it would have no 
reason for taking any action. The maximum possible additional demand caused by 
each successive instalment would be exactly calculable before the instalment was 
taken in, the experience with the earlier instalments being available. 

But though so unobtrusive and safe, the method would accomplish all that is 
required, and that very quickly, siuce India would be on a gold-currency standard 
from the moment when the 1,000-rupee notes gave their holders power to draw 
meltable and exportable gold. 

Some time after the process described above was complete, increase of population 
mi ght require the suspension of additional coinage of silver to be terminated. But 
to prevent any temptation to make a profit by over-issue, it might be well to provide 
that any profits obtained by additional issue should be realised in gold, and held in 
reserve to meet the possibility of a backward fluctuation necessitating a redemption 
of silver coin. 

7. Cost of the reform : magnitude of reserves, and their use. 

It may be asked, “If (as is argued above) little or none of tbe existing silver and 
note currency will be converted into gold coins, how will India have a gold 
currency ? ” 

The answer is that she will have it in the same sense as the United States has it. 
Two years ago I travelled at my own expense in that country from Detroit to Los- 
Angeles, and then to Washington and New York, without ever touching or seeing a 
gold coin, but nobody doubts that the United States is a gold-currency standard 
country. The fact that nobody there cares to carry about 5-dollar and 10-dollar gold 
coins does not prevent their being current coin which will satisfy any creditor’s claim 
for dollars. 

Probably, indeed, private persons in India would soon, be holding more gold coins 
than private persons in the United States. At present most boarding is said to be in. 
the form of uncoined gold, and it would certainly appear likely that gold coins each 
of which was a definite number of rupees, would be preferred to bullion wherever no 
question of ornament or ostentation arises. 

Moreover, the reserve against notes and (if any) against silver coins would be- 
held entirely in gold. It is in the cost of the exchange into gold of the silver at 
present held that we are to look for the cost of the reform. If the reserve is to be 
kept up to its present nominal magnitude and the silver rupees in it can only be sold 
in the world bullion market for 9d. each (instead of at the rupee value of Is. 6d.), this, 
cost will amount to about £33 millions. 

Whether this sum could safely be reduced by some cutting down of the proportion 
of the reserve, I do not profess to know. It must depend largely on Indian conditions 
with which 1 am not familiar. But I do protest strongly against any provision that 
the reserve shall not be allowed to fall below some stated ratio. Such a provision 
simply sterilises a quantity of gold, making it as useless as if it were still at the bottom 
of the mine from which it was extracted. A reserve should he usable down to the 
last penny. To say that in an emergency the law can be broken or suspended is no- 
defence, since violent disturbance is caused by the agitation which ensues when the- 
absolute limit is approached and it is still uncertain whether the law will be maintained, 
in force or not. 



APPENDIX 82. 


519 


APPENDIX 82. 

Statement of evidence submitted by Mr. Joseph Kitchin, Manager 
and Director of the Union Corporation, Limited, London. 

I.— GOLD. 

The Relation Between the World’s Demand eor Gold and Its Supply. 

1. Table VII. gives the detail of the world’s production from the record of 
1915. It covers a period of 11 years during which the world has produced 
£868,500,000 of gold, of which £407,000,000, or 47 per cent., was contributed by 
the Transvaal. It is worth noting that of the £4,080,000,000, which, according 
to the records, has been produced since 1498, £2,025,000,000, or practically one- 
half, has been produced in the first quarter of the present oentury, as compare'd 
with £1,568,000,000 for the whole of the nineteenth century. In 1848-1875, 
Edward Suess has calculated, 88 per cent, of the output was derived from alluvial, 
while to-day its quota has fallen to 8 per cent., and banket — practically confined to 
the Rand — yields 50 per oent. 

2. In reading the table it must be remembered that the Rand white miners’ 
strike of January -March, 1922, reduced the output of that year by about 
£6,000,000. and so in a sense the year of lowest production since the record of 
1915 was 1921, and not that which followed it. One can therefore say that, partly 
as a result of exhaustion of mines, but also as a result of the increased cost of 
working resulting from the Great War, the yearly production fell from 
£96,400,000 to £68,000,000, or 70^ per cent, of 1915, while it has since increased 
annually until it has reached £80,000,000, or 83 per cent, of 1915. In 1924 — and 
again in 1925, by a narrow margin — the Transvaal improved upon its previous 
best, and Canada also achieved a record. Apart from these two, and probably 
Russia, the principal goldfields of the world were either stationary or declining, 
and there is distinct indication that, although the world’s recovery has perhaps 
not yet spent itself, any further advance, if it takes place at all, will probably be 
on a more moderate scale than in late years. 

3. The gold output for 1925-29 is assumed to vary little from the £80,000,000 
of last year, and to be between £75,000,000 and £80,000,000 in 1930. Of this 
amount the Transvaal is credited with £35,000,000, and the rest of the world with 
£40,000,000 to £45,000,000. By the year mentioned Canada may reach 
£12,000,000 and Russia £5,000,000, while £9,000,000' is taken for the United 
States. For the five years to 1929 the world’s production may be estimated at 
£395,000,000, of which 1925 has already contributed £80,000,000. There is at 
present no reason to assume any higher figure for the further period to> 1935, when 
indeed it is expected to average less, and to total £360,000,000. 

4. Table VII. also shows gold consumption annually for 1915-1925. The first 
four side-headings give the demand for gold for other than monetary purposes, 
and the difference as compared with the output of the year is the amount assumed 
to be added to the stock of gold money in the world, excluding India, China, and 
Egypt, which are regarded as hoarding countries, except so far as they may dis- 
gorge gold. The data for these three countries are the net gold imports (or net 
exports where the minus sign is employed) corrected to the normal or mint price 
of gold, plus the gold production of the first two. The figures for industrial arts 
apply t? Row gold only, and are based on the incomplete returns to the Bureau of 
the United States Mint with the writer’s estimates for the gaps. 

5. India’s demand has varied in extraordinary degree. For some years that 
country was prevented by administrative action from absorbing the metal, and the 
high figures of recent years are doubtless due to its making up for lost time and 
also to over-stocking In 1924-25 its quota reached a record figure, and 1925-26 
will show a sensible reduction, though it will still be high. It is assumed at 
£27,000,000, including its own production. In the table India’s fiscal year to 
31st March is taken because it is better to base the figures on the annual trade 
returns and also because there is a lag between output and import owing to gold 
taking one to two months in its journey from the place of birth to the place of 
virtual burial. If the calendar year were taken the figures would differ very widely 
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from those given, though they would naturally show the same average over a suffi 
ciently lengthy period of time. The alternative figures are £200,000 (ne 
exports) for 1919, £32,700,000 (net imports) for 1920, £10,300,000 (net exports 
in 1921, and £17,500,000, £24,900,000, £29,800,000, and £43,200,000 (all ne 
imports) for the succeeding four years to 1925. Ou this view of the matter Indi 
took more instead of less gold in 1925 as compared with 1924, but there is a 
present a distinct falling off, which the table better reflects. 

6. The balance available for money was exceptionally low in 1 924 as in 191 £ 
and, on the whole, there has been a distinct falling off, for taking the figures froi 
1911 to 1925 for three years at a time they have been £133,000,000, £217,000,00( 
£126,000,000, £122,000,000, and £85,000,000, the second figure being doubtlet 
exceptionally raised by reason of the War. 

7. With regard to the demand to be set against new gold production, the firs; 
column of Table I. shows that the requirements of the industrial arts up to th 
War continually expanded, except that they remained practically stationar 
during the 20 years to 1894, i.e., during the period of falling commodity prices 
The amount in 1894 was £10,800,000, and thereafter it increased almost annual] 
until in 1913 it reached £27,300,000. For the 12 years since, owing to the We 
and its after-effects, it has averaged only £18,000,000, and for the last two yeai 
has been about £16,000,000. Judging by the 1913 figure, there is evident] 
much room for expansion, but for the five" years to 1929 the writer takes it < 
£18,000,000 per annum only, while for five years further perhaps £22,000,0C 
could be set down. The Indian demand has also varied with the trend of con 
modity prices, the average of £5,900,000 per annum for the ten years to 1869 beir 
more than halved during the subsequent fall in commodity prices, but thereaft< 
averaging £4.800,000, £6,200,000, £10,000,000, and £19,200,000/ for the for 
quinquennia to 1914-15. The five years to 1919-20, including 21 years < 
restriction of imports, showed £10,200,000 per annum and the following five year 

* m P° rfcation allowe d, £20,600,000, the average for the ten years beir 
£15,400,000 per annum. The demand for the five years to 1929-30 with Tndis 
monetary conditions unchanged, might be estimated' at £120,000,000’, of which tl 
first year will probably have given £27,000,000, leaving £23,000,000 per annu 

^Tinnnrf nnn° Ur nn^ rS , of , the p j ri . od Vj The following five years might requi 
£110,000 000. China s demand is fickle, but less so than in the case of silve 

Twf 5? 1 *®. 00 * 0 ®®™ a single year (1919), but at other times disgorges gol 

There are indications that China's preference later on will be for gold whi( 
would be m the natural course of events. But this tendency may not be pronounce 
m the coming 10 years, and its demand may be set down moderately at £2 000 0( 

years. nnUm fOT the five years to 1929 ' and at £3>0°0,000 for the 7 following fi 

8. The figures suggested are as follows : — 

5 years to 1929. 

£ 

Industrial Arts (America and Europe) 90,000,000 

SJS® — ’ 120,000,000 

UJuna 10,000,000 


Total demand 
Assumed gold production 

Balance available as money 


5 years to 1934. 
£ 

110,000,000 

110,000,000 

15,000,000 


220,000,000 

395.000. 000 

175.000. 000 


235.000. 000 

360.000. 000 

125.000. 000 


25,000,000 

2,400,000,000 

272d. 


” ” rate per annum ... 35,000,000 

Stock of Gold Money at end of period 2,275,000,000 
»» » » per head ... 272^.’ 

both di^otiona-a, 

important extort tlTVl S e2: pected differ from them to a more or le 

^ T.r ed ' ^ wotdd not ““torlal 

asS55SSS5cSSS^SS®sSSS 
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advanced with marked rapidity. Such periods with their figures are as follows, 
the compound rate of increase applying to the “ aggregate ” and not the “ per 
head ” column : — 



World’s Stock op 
Gold Money. 

Interval, j 

Average J 

Annual. , 

I Increase. | 

i : 

Compound 
rate of 
increase 
per annum. 

Governing 
general 
factors in the 
period of 

Trend of economic 
factors. 


Aggregate. 

Per 

Head. 


£ 

d. 


£ 




1807 ... 

160,000,000 

54 









40 yrs. 

1,200,000 

0-6% 

1810-1851 

Stationary or falling. 

1847 ... 

207,000,000 

50 









21 yrs. 

15,400,000 

4-6% 

1851-1873 

Rising. 

1868 ... 

531,000,000 

109 









23 yrs. 

8,500,000 

1*4% 

1873-1895 

Stationary or falling. 

1891 ... 

733,000,000 

122 









27 yrs. 

43,900,000 

3-6% 

1895-1920 

Rising. 

1918 ... 

[1,917,000,000 

254 










?30,200,000 

?1*4% 

1920- ? 

Stationary or falling. 

1934 ... 

? 2,400,000,000 

?272 







11. In the two periods 1810-1851 and 1873-1895, following with a lag of a 
few years the periods of comparatively stationary gold money, London Bankers’ 
Clearings, ILK. foreign trade, U.K. incomes, and U.K. wages were stationary 
and the Bank Bate fell; while in the two periods 1851-1873 and 1895-1920, when 
gold money was rapidly increasing in amount, Bankers’ Clearings, foreign trade, 
incomes, and wages advanced swiftly and commodity prices and the interest rate 
rose markedly. Of course, the Great War and its after-effects exaggerated the 
rise, but it would, on a more moderate scale than now appears, stiljl have been 
there, and 1920 would still have been the turning-point. That year, the writer 
believes from the evidence of the figures, commenced another period of stationary 
or falling factors the end of which cannot yet be foreseen, which would 
normally last, with a world working on the gold standard as before the War, 
nnt.il such time as the difference between the output and the demand for gold 
again permitted of a rapid increase in gold money per capita. This difference 
can be obtained only in two ways, i.e., by increased supply or lessened demand, 
or both — by new gold discoveries such as those of California and Australia or 
of the Band, or by the industrial arts, India, and China moderating their require- 
ments. All that can be said on that subject at present is that there is no indication 
at present of new gold discoveries of importance ; that the industrial arts as time 
goes on and with a normal world are likely to exact a greater toll, as the 
pre-War figures and rate of increase suggest; that India’s demand prior to the 
War was growing rapidly ; and that China, which is passing from the copper to 
the silver stage, should in time with increasing wealth progress towards the gold 
stage, as India has done before it. 

12. These remarks are made largely from the pre-War point of view, and as 

though the War had changed nothing. Hence the importance of the qualification 
“ with a world working on the gold standard as before the War.” The War has 
for the time being altered the position, so that, although the return to the previous 
form of gold standard is proceeding, only the United States, Mexico, and the 
Union of South Africa have a full gold standard, and in the world generally — 
even in those countries — there is a tendency to centralise gold money as much as 
possible, so as to make it more effective. How far these efforts will tend to 
increase the influence of a proportionately reduced amount of gold money remains 
to be seen. 

Increase oe Gold Heeded to Keep Pace with Economic Development. 

13. Professor Gustav Cassel has argued that the gold supply is representa- 
tive of all money, and that by comparing the increase in that supply between years 
at which commodity prices were at the same level one can arrive at the rate of 
increase necessary to meet the general economic development of the world and to 
keep prices stable. In his work on “ The Theory of Social Economy,” English 
edition, 1923, he says : “ The quantity of money is not rigorously marked off in 
relation to the total supply of gold. On the contrary, the gold passes from 
the non-monetarv supply to the monetary and back. . . . Thus the 
monetary supply of gold at the time affords no objective cause for determining the 
value of money. To trace the general level of prices to objective causes is, in 

H 2316 •M2 
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fact, only possible when this general level is brought into connection with the total 
supply oi gold.” lie then points out that banic-notes and bank deposits and the 
rapidity ol circulation ot these and of money have to be taken into consideration ; 
that if rapidity of circulation or paying capacity in the period per unit is assumed 
to be unchanged, there are three variables, i.e., the quantity of money, the 
circulation of notes and the amount of deposits; that these variables are not 
entirely independent since * ‘ the amount of the notes and deposits is commonly 
regulated, given a certain quantity of money, by the terms on which banks make 
advances ’ ’ ; that ‘ ‘ the determination of the general level of prices might be traced 
to two factors, i.e., the terms of bank advances and the quantity of money in 
circulation’’; that ‘‘since under a gold standard the amount of money 
in circulation is . . . related to the total quantity of gold . . . 
fluctuations of the general level of prices are, if the real exchange is not altered, 
determined by the total quantity of gold and the terms of the bank advances as 
well as the effectiveness of the media of payment ’ 5 ; and after showing that the 
latter are not independent variables he comes to the conclusion that ‘ ‘ the general 
level of prices is directly proportional to the total quantity of gold.” (Pages 
428-430.) v 6 

14. Consequently “ when we take the gold standard into consideration (we) 
cannot stop at the quantity of money, but must go on to the whole quantity of 
gold in the world. 35 The entire supply he takes at £490,000,000, £1,410,000,000, 
and £2,550,000,000 at the end of 1850, 1890, and 1910, respectively. He selects 
Sauerbeck's Commodity Price Index as being the best index available of world 
conditions, since it is carried, back over a very long period and Eng lan d is a Free 
Trade country. The level of Sauerbeck’s Wholesale Prices of C omm odities was 
the same in 1850, 1886, and 1910, and in the periods 1850-1910, as well as in 
1850-1886 and 1886-1910 there was an average annual rise of 2 79 per cent, in the 
actual gold supply. “ The increase of the gold supply during that period as a, 
wnole has clearly had. no influence on the general level of prices* and the increase 
merely corresponds with the increase of the gold supply necessitated by the general 
economic development.” (Pages 441-444.) The increase of 2 8 per cent, per 
* We may ^ all 1 a no1 7 rial increase for the period in question and the gold 
pp iL at Q 1iiw P ?£ tlCUlar £ ^ )1Ilt ^ f time in period, assuming a normal increase, 
jp 4 onnnnnnn d sur PVh” which he builds up by starting with 

f^»°o°^ 1850 a , nd « ul A ldl ?g Awards and backwards on a uniform annual 

S the^eriod 8 lftS> intn far as chan S es in the general level of prices 

® Period 1850-1910 may be generally traced to changes in the gold supply, 

“at diTer * enoe of the 8° ld “PPly 

TY1Q , He on page 448 a rather remarkable diagram showing the approxi- 
hf f ween Sauerbeck’s price index and the “relative gold supply ” 
(ratio of the effective and the normal gold supply). “ The main cause of the 
r va ri®djions of the general price level Wes in the changes of the relative gold 
thSSh ^ ^ uantlty theory is right to the extent that the general price level, 
Snnfv * 1S ° 1 ¥5 U6I1Ced h J otl > er favors, is directly proportional to the relative 

.■jPP 5^" I e general price-level is also subject to annual variations but 

these have no connection with the gold supply.” (Page 447) According- to 
Le;is, a total yearly loss of the total supply of02 pi Sm it teaSZSf /».« 

USss, o? t fl r res) r tlfe loss - from ™ 

teSmcZZf th? ° f - SU ? ply ¥ any time is a condition for the main- 

ZZnJ" ‘(lairiS Sd m7 as the gold supply is 

saj'rfta's-sssrsif s £|srSI“" ir? 

and that in consequence of claris k S flo!? the great central reserves, 
he mahle ohapges iu the vlue oigold^Tthi generalTvrf ofpricT" 

(which may also b^cSle? frni^mentS^ovJm 11 ^^ 118 and annual variations 
movements, respectively) he attribute *b^I epleiltS ’ ° r ^ rend ’ an( f trade cycle 
the changes iu^fd 
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gold supplies. Professor Cassel’s conclusions are shared by many economists 
ana are in essence identical with those indicated by the writer in his Trade 
Cycles Chart (a recent edition of which was published in the Annual Financial 
and Commercial Review of “ The Times ” of February 10, 1925) and in various 
published articles. 

18. Professor Cassel’s method of arriving at the annual increase in gold sup- 
plies required to meet the general economic development of the world and to keep 
prices stable is undoubtedly right, but the writer considers that it could be 
applied to more appropriate figures. 

19. The Professor suggests that the quantity of gold money cannot be rigor- 
ously marked off from the total supply of gold, for gold passes from the non-mone- 
tary to monetary uses and back again. But there is a constant absorption of new 
gold by industrial arts every year in addition to the old gold re-used, and India’s 
absorption, with only a very few unimportant exceptions (£800,000 in 1878, 
£2.200,000 in 1892, and £1,800,000 in 1894), is constant, as is plainly shown in 
Table I. Prices should, accordingly, be affected not by monetary and non- 
monetary gold together but by gold money only. Professor'Cassel might, possibly, 
have worked out his thesis on the basis of gold money only if he had known of 
continuous statistics calculated annually and covering the necessary period. Such 
exist, mainly in unpublished form, in the writer’s annual figures of the World’s 
Stock of Gold Money (excluding India, China, and Egypt), which run back to 
1839. 

20. The writer’s figures differ from other estimates in that the Stock of Gold 
Money is assumed to be added to each year by the amount of the world’s gold 
production after deducting the absorption in the industrial arts of Europe and 
America and the absorption of India, China, and Egypt. The figures do not 
allow for wear and tear. This is considered to be negligible, since Professor 
Jevons, in the middle of the nineteenth century, showed it to be 00457 per cent, 
per annum for circulating coins only, while before the War money in circulation 
was one-third of the whole. The calculations start with an assumed £200,000,000 
in 1843, and though their base is so distant in time, they have so far met the 
necessary tests very fairly. The totals at five yearly intervals are given in Table I, 
which shows how the Stock has been built up. Other estimates, which have some- 
times varied widely in the past and which are largely of a non-continuous 
character, have been generally based on the visible stock of the moment in the 
banks and public treasuries of the principal countries, with an estimate of the 
gold in circulation. The following shows the correspondence between some of 
these estimates and those of the writer : — 


— 

Estimate.* 

The writer. 

Difference. 

1848. P Soetbeer 

1873. TJ.S. Mint (very incomplete) 

1890. Suess 

1894. “Wall Street Journal ” 

1899. TJ.S. Mint 

1904. “ Wall Street J ournal ” 

1910, TJ.S. Mint 

1913. Federal Reserve Board Bulletin ... 
1924. TJ.S. Mint (incomplete) 

£ 

120,000,000 

249.000. 000 

665.000. 000 

860.000. 000 
948,000,000 

1.270.000. 000 

1.438.000. 000 

1.598.000. 000 

1.950.000. 000 

£ 

210,000,000 

586.000. 000 

720.000. 000 

802.000. 000 
958,000,000 

1.239.000. 000 

1.454.000. 000 

1.587.000. 000 

2.100.000. 000 

+ 67% 

+ 135% 

+ 8% 

~ J% 

+ 1 % 

— 2% 

+ 1% 

- 1% 

+ 8% 


21. The writer’s own attempts to check the totals by observation made on the 
same lines as those adopted in the other estimates resulted in the 1913 and 1924 
figures given in Table V, the 1913 amount checking within about 1 per cent. The 
figures per capita for the World’s Stock of Gold Money, shown in Table I, are 
based on the total population of the world (duly computed by the writer for the 
purpose on the basis of censuses and estimates), including the population of India 
and China. They should, perhaps, be based on the population of the gold-money- 
using countries only, but this would involve too much labour, would result in 
jerks, and would be open to more errors of judgment. The figures per capita 
form an index of the growing Stock of Gold Money after allowing for increase 
of population. 


* Excluding India, China and Egypt, where they are specified, in order to make the com 
parison fairer. 
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22. Following Professor Cassel’s method the writer has taken years when 
commodity prices (Sauerbeck — “ Statist ” index) were at the same level and com- 
pared them with the increasing Stock of Gold Money. These years are not quite 
the same as those selected by the Professor, but consist of two sets — 1851-1884-1907 
when the index on a three-years (centred) average was 77 on each occasion (90 
on the basis of 1913 = 100) and 1844-1880-1913 when the index similarly 
averaged, was 85 (100 on the basis of 1913 = 100). The periods covered are 56 
years in the first case, and 69 years in the second. The results fitted to the Stock 
of Gold Money curve are : — 


{Increases 'per cent, per annum, compound .) 



3851-1884 
(33 years). 

1884-1907 
(23 years). 

1851-1907 
(5G years). 

1844-1880 
(36 years). 

1880-1913 
(33 years). 

1844-1913 
(69 years). 

Stock of Gold Money 

3-09 

2-91 

3-03 

3-29 

| 

2-76 

3-04 

World’s population. . . 

0-85 

0-83 

0-85 

0-84 

0-87 

0-85 

Difference ... 

2-24 

2-08 

2-18 

2-45 

1*89 

2-19 


23. How far the advance in the Stock of Gold Money exceeded the growth of 
population is indicated in the table. The Stock of Gold Money rate of increase 
shows a certain amount of slowing down, and this is just what one would expect 
if Gold Money has increased in efficiency with time, as is no doubt the case. 
The rates given are not those of the economic development of the world, but the 
increases in Gold Money necessary to maintain that rate of development. If 
adequate statistics of world economic factors were available they would doubt- 
less show higher percentage increases than shown, and as an example the world’s 
pig-iron output (not a money factor) increased 4 59 per cent, and 4'92 per cent, 
for the two sections of the period 1851-1907 and 4 76 per cent, and 4 23 per cent, 
for the two sections of the period 1844-1913. 

24. The attached chart is drawn on a uniform logarithmic or ratio scale so as 

to give equal rates of increase precisely the same slope and to enable the various 
curves to be directly compared. It gives the growing Stock of Gold Money, 
showing clearly the impetus given by the Californian and Australian discoveries 
of 1848-1851 and by the discovery of the Rand in 1886, together with the slacken- 
mg off which subsequently occurred in each case. The straight lines joining 
portions of this curve indicate that the rates of increase were different at different 
times (and it would, of course, show other differences if other portions of the 
°^ r 7.?, w f re instead). The chart also gives the Sauerbeck — “ Statist ” index 

of wholesale Prices of Commodities and the Bank of England Rate for Discount. 
The latter is given on a three-years moving average to partly remove the often 
violent annual variations, which are recorded in the writer’s ec Trade Cycles 
Chart. Through the Commodity Price curve and also through that of the Bank 
Rate are drawn lines showing the Stock of Gold Money for direct comparison. 
7? _ c nrves it has naturally been necessary to appropriately slope 

Gold Money curve so as to make it move about a horizontal level, 
and this has been done by drawing such lines as much above or below the hori- 
zontal base chosen as the Stock of Gold Money curve is above or below straight 
lines (shown on the chart) drawn between 1851-1884, 1884-1907 and 1907-1928 in 
the case of Commodity Prices, and between 1851-1870, 1870-1909 and 1909-1932 
in the case of the Bank Rate, i.e., between years when Prices and the Bank Rate 
(nine years average) respectively stood at the same level, except for the current 
periods, for which a drop of 0*2 per cent, per annum on the previous rate of 
gf. ^ e l aS a r ? sult of Previous figures. The fit between Prices a^d 
pKn % ld M y - s ** g 00 * 1 as could be expected, the variations shown by 
Prices from the comparison line being mainly those due to the trade cvcle 
variations which are superimposed on the fundamental movements or trend pro- 
duced by the varying Stock of Gold Money. In the case of the Bank Rate the fit 
is as good, and tne trade cycle fluctuations swing the curve almost ennalW f-rnm 
sjde to aid* of the Gold M<iey line. The writers «S5 

8013 supply “ d PlLs ° f 

especially as the doubt as to the period whin •• norSy.-inim^ent. prt 
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duction, trade and commerce will be rea che d, and the speed and nature of the 
return to the gold standard after its abandonment during the War by every 
country except the United States of America. On the chart the stock of gold 
money has been extended from 1924 to 1980 on the basis indicated in the previous 
section of this statement, and the correspon din g money lines have been extended 
through the commodity prices and Bank Rate curves from 1907 and 1909 respec- 
tively to 1930 on the method already mentioned. 

26. The first point to be noticed is the character of the stock of gold money 
curve, which rose strongly from 1849 to 1861, while between 1861 to 1918 the rate 
of increase was sensibly lessened, and from 1891 to 1918 the rise* was again 
prominent. During these periods (subject to a lag of some years) prices of 
commodities and the Bank Rate rose, fell and rose respectively as regards their 
general trend, and there is no doubt that, but for the War, the general advance in 
prices and the Bank Rate which commenced about 1896 would have lasted until 
about 1920. Since 1918 the rate of increase in the gold money stock has sensibly 
lessened as it did in the period 1861-1891 and this state of affairs seems likely 
to continue for some years to come, so that at any rate for another ten years to 
come there should (apart from the War) have been an appreciable fall in prices and 
a decline to a small extent in the average Bank Rate. Allowing for a lag in the 
operation of the influence of the stock of gold money, and assuming that the chart 
has been correctly drawn, prices should have risen (on the basis of 1913 = 100) 
from 80 to 1896 to 100 at 1920 and then should have fallen to 90 at 1930 and 85 at 
1935 ; and the Bank Rate, after rising from the neighbourhood of 3 per cent, at 
1895 to the neighbourhood of 4 per cent, at 1920, should have remained more or less 
at that level afterwards, considering, of course, only the matter of trend and not 
trade cycle variations. 

27. That prices will actually reach an index of 90 by 1930 is too much to ex- 
pect, as the influence of the War will not have ceased by then or probably for some 
time afterwards, but already they have dropped from "the high level of 230 (gold) 
for 1919-1920 to about 140 in 1922-1923 with a recovery to 158 for 1925, while the 
present figure is 148. It would seem evident from a study of the chart that they 
may go a considerable way towards 90 in the next few years. Generally it seems 
that unless strict economy in the use of gold is exercised, the trend of prices must 
be downward for a long time to come. The Bank Rate should apparently 
oscillate about 4 per cent, with, if anything, a declining tendency. 

28. As previously shown, Professor Cassel applies his required annual rate 
of increase of 2-8 per cent, to the aggregate gold production, and at the Brussels 
Conference of 1920 he gave £100,000,000 as the annual gold production then 
necessary to meet the economic development of the world and maintain the 
stability of prices. The amount increases of course annually at 2'8 per cent, 
compound interest and the £100,000,000 needed in 1920 would become 
£132,000,000 per annum in 1930 and £174,000,000 in 1940. These figures compare 
with an annual gold production which is at present £80,000,000 per annum, has 
never exceeded £96,400,000, and has averaged £74,000,000 for the last eight years. 

29. Using 1 the different figures of the present statement, and in view of the 
rate of increase in the stock of gold money having been 3'09 per cent, per annum in 
the period 1851-1884 and falling to 2‘91 per cent, in 1884-1907 owing to the in- 
creasing efficiency of gold money, the rate of increase at present applicable may be 
taken at the 2'7 per cent, rate already suggested. In 1907, the stock of gold money 
was £1,289,000,000, and the following compares the amount at which this should 
increase to keep pace with the world’s economic development with the actual or 
anticipated stock : — 






For five year periods. 

— 

Stock required. 

Actual Stock. 

Difference. 

Increase in 
Stock 
required. 

Increase in 
Actual Stock. 

Difference. 

■ 

|n 

tills 

£ 

1.393.000. 000 

1.593.000. 000 

1.819.000. 000 

2.079.000. 000 

2.377.000. 000 

2.717.000. 000 

£ 

1.454.000. 000 

1.736.000. 000 

1.977.000. 000 

2.137.000. 000 
*2,305,000,000 
*2,425,000,000 

£ 

+ 61,000,000 
+ 144,000,000 
4 158,000,000 
+ 58,000,000 
- 72,000,000 
—292,000,000 

£ 

199.000. 000 

227.000. 000 

260.000. 000 

298.000. 000 

340.000. 000 

£ 

282,000,000 

241.000. 000 

160.000. 000 
*168,000,000 
*120,000,000 

£ 

+ 83,000,000 
+ 14,000,000 
-100,000,000 
-130,000,000 
-220,000,000 


* As estimated. 
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The position speaks for itself. During the 10 years 1926-35 an average of 
£64 000,000 per annum of addition to the gold money stock is required, and? the 
estimate, based on the Indian monetary system as at present, falls short of this 
by about 55 per cent. The past five years have added an average of £32,000,000 
per annum, and the estimate for the next ten years suggests an average rather less 
than this. It is evident that great economy in the use of gold, both in regard to 
its use as a commodity and in respect of its use as money, is very necessary. Unless 
that economy is exercised we have to look forward to a prolonged period of steadily 
falling commodity prices and of a diminishing degree of prosperity and economic 
development throughout the civilised world, including India. 

30. The amount of gold required to keep pace with the economic progress of 
Great Britain cannot be sharply distinguished from that required for the world. 
What affects one will affect the other, and commodity prices are to a large extent 
world prices. 


II.— SILVER. 

The Effect of the Price of Silver on the Production of the Metal. 

31. There are striking contrasts in the manner of occurrence a.nd winning of 
gold and silver, which (from an economic point of view) may be summarised 
thus : — 

Gold. Silver. 


Almost always native (chemically 
free). Usually associated with sul- 
phides, &c., of other metals. 

Largely found in alluvial, in banket 
and in lodes. 


Mostly won for itself alone. 

Subject to sudden increases of output 
owing to alluvial discoveries and 
such discoveries as that of the 
Rand. 

British Empire produces 70 per cent, 
of world’s output. 

America (including Canada) produces 
30 per cent, of world’s output. 

Output at its highest (1915) 196 per 
cent, above 1893. 

Output for 1925 147 per cent, above 
1893. 


Always chemically combined with 
sulphur and other elements, except 
when it occurs native in oxidised 
deposits near the surface. 

Never (practically) found in alluvial 
or in banket, and almost entirely in 
lodes and other non-alluvial ore 
bodies. 

Largely won with other metals, often 
as a bye-product. 

Not being found in alluvial, there is 
less liability to sudden increase. 
Cobalt was exceptional, and its pro- 
duction has already fallen to about 
one- third of the maximum of 1911. 

British Empire produces 15 per cent, 
of world’s output. 

America (including Canada) produces 
85 per cent, of world’s output. 

Output at its highest (1923) 50 per 
cent, above 1893. 

Output for 1925 42 per cent, above 
1893. 


Silver being largely won in association with other metals, it becomes desirable 
for the purpose of this enquiry to ascertain how far it is won for its own sake 
and! how far as an accessory or bye-product. Official figures are obtainable only 
in respect of the United States and Canada, which represent about 35 per cent, 
of the production, and in the case of the United States it is not possible to 
separate between silver or silver-gold ores where silver is the more valuable metal 
and gold-silver ores where the gold contents are the more valuable. Even were 
it possible it must be realised that it is difficult to draw a dividing line between 
the two classes, for one shades insensibly into the other. "V^here silver is won 
in conjunction with base metals— copper, lead, zinc, and (in Bolivia) tin— it can 
be sharply separated because such ores are always smelted, while where silver 
and gold alone are won— from so-called dry siliceous ores— -quartz mills usually 
with some chemical treatment, are almost exclusively employed save for 
exceptionally high-grade ore which may be sent to smelters. In the case of 
Mexico winch is as important a producer as the United States and Canada 
combined, the necessary data .for making a separation between the various classes 
cannot be obtained from official statistics, it has to be largely guessed. 



APPENDIX 8.2. 


527 


32. As regards the United States the proportions of silver obtained from dry 
siliceous ores and from base metal ores, according to the United States Geological 
Survey, were 27’8 per cent, and 722 per cent, respectively in 1900, 24-9 per cent, 
and 75-1 per cent, in 1905, 404 per cent, and 59 6 per cent, in 1910, and 39 5 per 
cent, and 60'5 per cent, in 1913, while in 1924 they were 319 per cent, and 681 per 
cent. . But it is better to observe the quantities rather than these percentages, and 
then it is found that, from 1900 to 1924, except during the years around the end 
of the war, the output from base metal ores was steady throughout at between 

41.000. 000 and 45,000.000 fine ozs. per annum, any variation in the country’s 
total production, which during that period moved between 52,000,000 and 

75.000. 000 fine ozs., being traceable to dry siliceous ores. This steadiness and 
lack of increase in the output of silver from base metal ores is the more remark- 
able because the United States production of copper, zinc, and lead has increased 
from, two to four and a half times since 1900. Such a result is doubtless due 
partly to some of the more important copper mines carrying little or no silver 
and partly to the proportion of silver in the base metal ores decreasing with time. 

33. Taking the year 1924, one may venture on the following estimate of the 
origin of the world’s silver output. “ Silver ores ” in the table are to be con- 
sidered as those containing either silver alone or more usually silver and gold 
ores where the silver constituent is the most important in value (i.e., ores which 
are won mainly for the sake of their silver content), “ gold ores ” are those con- 
taining gold and silver where the value of the former metal preponderates (i.e., 
ores won mainly for the sake of their gold content), and “ base metal ores ” are 
those where copper, lead, zinc, and tin or one or more of them are associated 
with silver and gold, and where the value of the base metals preponderates. 
Often, of course, silver or gold ores contain base metals, but in quantity insuffi- 
cient to justify smelting, and in such case they are treated in quartz mills for 
their content of precious metals only, and are then classed as “ silver ores ” or 
“gold ores.” In Mexico a large proportion of the smelter production — the 
writer takes it at as much as 20,000,000 ozs. — comes from material high in silver 
and low in lead or copper, and this is accordingly classed among “ silver ores ” : — 



Dry siliceous oree. 

Total 

annual 

production. 


Silver ores. 

Gold ores.. 

Base metal ores. 

Mexico 

United States 

Canada 

Central and South 
America ... 

Oceania 

Asia ... 

Europe 

Africa 

Fine ozs. 

50.000. 000 = 54% 

19.000. 000 = 29% 

12.000. 000 = 60% 

6,000,000 = 21% 

1,000,000= 9% 

Fine ozs. 

6.000. 000= 7% 

2.000. 000= 3% 

3.000. 000= 15% 

1.000. 000= 9% 

1.000. 000= 9% 

2.000. 000= 22% 
2,01)0,000 = 100% 

Fine ozs. 

36.000. 000 = 39% 

44.000. 000 = 68% 

5.000. 000 = 25% 

23.000. 000 = 79% 

10.000. 000 = 91% 

9.000. 000 = 82% 

7.000. 000 = 78% 

Fine ozs. 

92.000. 000 

65.000. 000 

20.000. 000 

29.000. 000 

11.000. 000 
11,000,000 

9,000,000 

2,000,000 

88,000,000 = 37% 

17,000,000= 7% 

134,000,000 = 56% 

23^000,000 

The figures a] 
estimates : — 

? Author (1887) 
Carpenter and Cullis* 
(on 1912). 

Above (on 1924) 

re uncertain, as 

56,500,000 = 564% 

46.000. 000 = 20% 

88.000. 000 = 37% 

may be gathered 

500,000 = i% 

35.000. 000= 15% 

17.000. 000= 7% 

by comparison t 

43,000,000 = 43% 

152.000. 000 = 65% 

134.000. 000 = 56% 

vith other 

100,000,000 

233.000. 000 

239.000. 000 


• “ Report on the World’s Production of Silver ” to the Indian Currency Committee of 1919. 
Ounces added. 


34. The estimate now made indicates that to the extent of about two-thirds 
of the output silver is not won for its sake alone, but either as a bye-product or 
in conjunction with gold. If a substantial fall in the price of silver were to take 
place any consequent curtailment of the output would hardly affect the base metal 
product at all, would have more but still little influence on the production from 
gold ores, and would have its chief effect on silver ores, i.e., upon 37 per cent, of the 
silver production. Even here the effect would be smaller than might at first sight 
be expected, because, in cases where the profit is sufficiently large to leave a favour- 
able balance at the lower price level, production would continue, and might even 
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be stimulated in the attempt to maintain the aggregate profit, and in cases where 
the profit was wiped out the mines would struggle to continue their production 
as long as possible. The latter remark applies to existing mines, but, of course, 
the reduction in price would tend to strongly discourage the opening up of new 
ones. It must also be remembered that mining is not subject to the usual' rules by 
reason of the glamour associated with it, so that a mine is usually not shut down 
when it becomes unprofitable to work it until necessity, in the shape of refusal 
to keep up the supply of further funds, compels cessation of operations. 

35. During the period since 1890 the output, averaged over periods of seven 
to ten years, has been steady at about O il fine oz. per head of the world’s popula- 
tion, while from 1871 to 1917 — when the price of silver varied extremely — the 
aggregate value of the annual production moved only between 3 Hd. and 27 d. 
per head. 


36. From 1835 to a few years before the War the curves of the production 
and the price were complementary (i.e., moved oppositely in relation to each other) 
to a remarkable degree, a steady or slightly rising output accompanying a steady 
price, whether at Q5d. or 3 Od. per fine oz., while the great advance in production 
from 1874 to 1893 accompanied the slump from the higher level to the lower. In 
recent years (1919-1922) in the United States, with $1 per fine oz. or more paid 
for domestic silver, the output of the United States was the lowest since 1910, at 
an average of 55,000,000 oz. per annum. Thus there are indications that a high 
output is consistent with a low price and a low output with a high price. In the 
years 1917-1920, when the London quotation of silver was exceptionally 
exaggerated, the output was 17£ per cent, below the level of 1910-1912, and since, 
with a lower quotation, it has advanced; beyond the pre-war level. 


37. While there was a very heavy fall in price down to the 38 (>d per fine oz 
of 1893 the relapse after that date to 260d. in 1902 could be calculated to be 
hardly less severe in its effect on the margin of mining profits, but for the whole of 
this interval and for four years thereafter — i.e., 14 years in all — the world’s 
production kept remarkably steady, the annual amounts never varying more than 
9,000,000 oz. from the average of 166,000,000 oz., and showing no tendency either 
to rise or fall. During this period the important cyanide process was introduced 
(trom about 1895), and generally metallurgy improved, so that the extraction of 
silver from its ores was markedly increased, which no doubt had its effect in main- 
taining the output and preventing the disappearance of mining profits. 

„ 38 ‘ I* 1 *" output of Mexico was 79,000,000 fine oz., and it fell to an 

average of 35,000,000 oz. for 1914-1917 owing to the revolutionary troubles in that 
country, which synchronised with — but were not due to — the Great War. For 
the ten years 1912-1921, after which the annual rate recovered to 81,000,000 oz., 

vonnn nnn ry S production was 546,000,000 oz., while if it had continued at 
79 OOO OOO oz. per amnum it would have been 790,000,000 oz., so that its output was 

nroHn^i-n^ 0 ?’^ 0 nno™? 18 period \ That amount, added to the world! actual 
production of 1,881,000,000 oz., would have made it 2,125,000,000 oz , or 13 per 

cent more, and m such case the shortage in 1918— relieved by the United States 
tw e /! men S > s ^ es under the Pittman Act of an amount approximately equal to 
this ten years shortage— might not have been felt so acutely. It is difficult how- 
ever, to say whether Mexico’s failure to contribute its share to the world’s output 

S S tt a S l n 3fe price of , sllver ’ because of the conditions produced by the War. 
But the object of the present remarks is to indicate that in the past the output has 
been largely— m the aggregate and over long periods— independent of price and 
that a considerable increase m production may occur in spite of falling prices and 
mce term. The point at present being considered is not the effect of supffiv (and 

different matter riCeS ’ ^ ^ 6fieCt ° f prlCes on supp1 ^ (Production), whmVis a 


39. The conclusion reached is that a reduction of price unless execution all v 
severe, would not necessarily have any but a gradual effect on 
least that the effect would be considerably less than might be expected if judged bv 

SSteJ? * pplled ^f eT oorbmodities. This idea is Wd ona variety of faints 
dealt with above — chief among: which are that ^ ^ ux P° 1 p i;s 

with other metals; that ordinfrly 

sarily as the result of new discoveries more than VenTaoln^ ISSJTS’ 9 
“ the result of improved metallurgy flSfS.' p“tS not fndSSdXHfS £5 
price necessarily reduces production; and that there is in anv nTZ! V™! *1 11 
amount of inertia or lag in movements from the nature of tiie case. S1 6 
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APPENDIX 8.2. 

'Ihe Relation between the Demand for and the Supply of Silver. 

40. It may be generally said that estimates forecasting the future of silver 
are usually unduly optimistic, owing more to overrating the probable demand than 
to understating the probable production. As examples the following may be given. 
The first is extracted from an article by Mr. Moreton Frewen m “ The Nineteenth 
Century ” for February 1910, quoting figures stated to have been supplied by the 
Director of the United States Mint to Governor Boyd with the phraseology there 
used; and the second is from “ The Mineral Industry ” for 1918, quoted by 
Professors Carpenter and Cullis in their “ Report on the World’s Production of 
Silver ” to the Indian Currency Committee of 1919, but there attributed to a 
different source : — 

A 30 years' forecast for silver, 1918-48. Mineral 

Annual demand. Silver at 5s. *per oz. Industry , 

Net silver to liquidate India’s annual balance of 1918. 

trade (£70,000,000 or Rs. 2 per capita) after Oz. Oz. 

defraying her home charges 250,000,000 150,000,000 

For China, Hongkong, Malaysia and the Phil- 

lipines 50,000,000 40,000,000 

World’s silversmiths’ demand on pre-War scale 120,000,000 75,000,000 

For subsidiary currencies, Europe and America 70,000,000 60,000,000 

New silver for the currency requirements of the 
Nigerias, West Africa, German and British 

East Africa 100,000,000 25,000,000 

For the reimbursement of the Bland dollars 

(Pittman Act) for, say, eight years ... ... 50,000,000 

Total demand ... ... ... ... 640,000,000 350,000,000 

Present world production from the mines; esti- 
mate of Director of the Mint for 1916-17 ... 157,000,000 

World’s deficit, say ... ... ... 483,000,000 

41. Table II attached with the complementary Tables III and IV show the 
actual supply and demand over a long period of time in quinquennial and thirty- 
year periods. The figures from the discovery of America in 1493 down to 1834 
(their division under the various heads being guessed) are inserted in an attempt 
at completeness. Table III shows bow persistently India has absorbed silver, and 
with more regularity than in the case of gold. The preference for gold has become 
pronounced in the last 30 years, and the proportions (in value) of 70 per cent, of 
silver and 30 per cent, of gold in the 60 years to 1894 changed to 45 per cent, and 
55 per cent, respectively in the period which has since elapsed. Nevertheless, the 
absorption of silver in the three successive periods of 30 years each to 1894 was 
493,000,000 oz., 783,000,000 oz. and 1,930,000,000 oz. The rate of increase seems 
at first sight to have been affected by the reduction in price. This is no doubt 
true as regards private imports, but including Government purchases for coinage 
the prices annually from 1900 and 1917 moved largely according to the size of the 
Indian importation, the years of heaviest absorption being usually those of highest 
price, and vice versa. Indeed,, in the 11 years of Government purchases the annual 
average price varied between 24 - 7 d. and 40- 9c?. per standard ounce, while during 
the 7 years when private imports alone took place, the annual average price moved 
only between 23 7 d. and 25 3 d . — a difference due to the Government’s considered 
practice of only buying when requirements could be clearly foreseen. 

42. Private and Government net imports of silver since a year after the clos- 
ing of the mints have been : — 


— 

Private. 

Government. 

Total. 

5 years to 1899-00 

„ 1904-05 , 

„ 1909-10 

„ 1914^15 

„ 1919-20 

„ 1924-25 

Fine ozs. 
128,000,000 

155.000. 000 

230.000. 000 

201.000. 000 
27,000,000 

357,000,000 

Fine ozs. 

109.000. 000 

172.000. 000 
81,000,000 

467.000. 000 
3,000,000 

Fine ozs. 
128,000,000 

264.000. 000 

402.000. 000 

282.000. 000 

494.000. 000 

360.000. 000 


1,098,000,000 

832,000,000 

1,930,000,000 

Annual averages . 

10 years to 1904-05 

„ 1914-15 

1924-25 

28.300.000 

43.100.000 

38.400.000 

10.900.000 

25.300.000 
47,000,000 

39.200.000 

68.400.000 

85.400.000 


T 2 
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The private import figures have of course been severely affected in tlio last ten 
years — first by the prohibition of silver imports in September 1017, and then by 
the removal of import restrictions and abolition of the 4c?. import duty in 
February 1920. During the last 5-year period an average of 71,000,000 oz. per 
annum was imported privately, but this was exceptional as it immediately followed 
two and a half years of prohibition of imports and the cancellation of the import 
duty. In view of this and the earlier figures it would seem that, assuming Indian 
conditions remain unchanged, the average private demand may well be 

50,000,000 oz. rising to 70,000,000 oz. per annum, to which the requirements for 
coinage, doubtless on a reduced scale as compared with the average of the last 
20 years and requiring say .30, 000, 000 oz., must be added. 


43. China’s demand is more difficult to estimate, though smaller figures conic 
into question. Its absorption according to the published Customs figures given in 
Table IV (which are probably much below the mark for reasons referred to in the 
footnote to that table) varies exceedingly, and it has taken as much as 113,000,000 
fine oz. in a year — the abnormal year 1920. Taking the seven quinquennia cover- 
ing the period 1890-1924 the quantity figures as judged by the London price are : — 

31.000. 000 fine oz., 57,000,000 oz., then an out turn of 28,000,000 oz. followed by 
another of 75,000,000 oz - . and for the last three quinquennia net im ports of 

123.000. 000 oz., 13,000,000 oz., and 311,000,000 oz. On the figures it disgorged 
silver in 1890-1891, 1901-1908, and 1914-1917, absorbing it in the rema ining years. 
The total for the 35 years was 432,000,000 oz., or an average of 12,400,000 oz. per 
annum. For the 15 years to 1924 it was 447,000,000 oz. or an average of 
29,800,000 oz., while excluding the 5 years to 1919 it rises to 43,400,000 oz tier 
a nn u m . It would seem that China’s absorptive power is growing — though as the 
trade returns show an adverse balance every year on merchandise it is difficult to 
3“ d g^— and the demand for the next 10 years is likely to average anything between 

30.000. 000 and 50,000,000 oz. per annum, though as in the past the absorption 

may well be less — or more. r 

• The industrial arts before the war, as in the case of gold, took an increas- 

mg amount of sdver, m addition to old silver re-utilised. Every five years from 
X^J; here i™ ? n appreciable increase, but since the war there has been a 
marked decline, which is probably only temporary. The more recent figures for 
new silver are estimated as follows, but for the last 10 years especially are very 


— 

United. States. 

Rest of World 
(excluding India 
and China). 

Total. 

5 years to 1904 

„ 1909 ;;; 

1914 ... 

„ 1919 

„ 3924 

Fine ozs. 

75,0 u 0,000 

101,000,000 

120,000,000 

114.000. 000 

132.000. 000 

Fine ozs. 
180,000,000 

209.000. 000 

240.000. 000 

136.000. 000 

113.000. 000 

Fine ozs. 

255.000. 000 

310.000. 000 

360.000. 000 

250.000. 000 

245.000. 000 


The United States before the War took about a third of the total and its demand 

bfh e b 3 i n 30 ^ 00 P 0 °n 7 ri ^ ^ e 99 ed TL agaia Rowing, the highest figure so far reached 
Pemg 31300,000 oz. m 1922. The rest of the world has considerably abated its 

needs and its recovery will be slower. The industrial absorption during the ne^t 
10 years will probably be 60,000,000 to 80,000,000 oz. annually. g the next 

to e^fmate^f or 6 the 3 " figures ver^widlly^ 11 uTTfew V £ ry difficult 

In 7 

judging by pre-war standards it should need 25 000 000 oz ris in g to 35 nnnnnn U 
average of K5.000.000 oz., though the amount o Sf “ 
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46. The production of silver in the next ten years — given no surprises with 
effects similar to the Cobalt discoveries or the Mexican revolution — may perhaps 
be gauged from the trend of recent years, and may be set down at: — 


Mexico 
United States 

Central and South America 

Canada 

Australia ... 

Rest of the World 


1925 Output. 
Fine oz. 


Possible 1935 Output. 
Fine oz. 


89.000. 000 

66 . 000 . 000 

27.000. 000 

20 . 000 . 000 
11,000,000 
27,000,000 


105,000,000 

75,000,000 

30.000. 000 to 40,000,000 

20.000. 000 to 30,000,000 

5,000,000 to 10,000,000 

25.000. 000 to 40,000,000 


Total annual production 


240,000,000 


260,000,000 to 300,000,000 


The consumption already suggested is : — 


Industrial arts 
India : 

Private imports 
Coinage (average) 
China 

Coinage : 

Europe 
America 
Africa 
Rest of Asia 


10 years, 1926-1935. 
Fine oz. 

60,000,000 to 80,000,000 


50.000. 000 to 70,000,000 

30.000. 000 

30.000. 000 to 50,000,000 

25.000. 000 to 35,000,000 

15.000. 000 

5,000,000 

15,000,000 


Total expected annual consumption 230,000,000 to 300,000,000 


47. Probably the demand will on the whole be a growing one, and something 
near the lower of the limits mentioned may be held to apply at the beginning of the 
period and something near the higher at the end of it. 

48. Thus the position at the beginning and end of the period may be viewed 


as follows — 

1926. 1935. 

Fine oz. Fine oz. 

Production ... ... ... 240,000,000 280,000,000 

C onsum ption ... ... ... 240,000,000 280,000,000 


Over- or under-production Nil. Nil. 


The demand must in the event be equal to the supply, and the price of silver 
will be adjusted to make it so. 


The Effect on the Price of Silver of Realising 20 Crores of 

Rupees Annually. 

49. The proposal to sell 68,700,000 fine oz. annually for ten years necessarily 
involves a discontinuance of the use of new silver for Indian coinage. The 
amount therefore is in effect about 100,000,000 fine oz. yearly. 

50. In the previous section the writer has assumed the probable annual out- 
put of silver for the next 10 years, with Indian conditions unchanged, at an aver- 
age of about 265,000,000 oz., and has also ventured the opinion that to a large 
extent the output is independent of price, as for the most part silver is won 
with other metals. Postulating a material reduction in price the expected output 
might be reduced by 35,000,000 oz. to 230,000,000 oz. per annum, but the sale 
of the 68,700,000 oz. would in effect add that amount to the production, raising 
it to say 300,000,000 oz. yearly. Demand and supply would be equal, and 
cheaper silver would stimulate the consumption of China and the industrial 
arts, while it would hardly affect coinage in tne rest of the world. It would 
probably also stimulate the private demand of India, unless the degrading of 
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the rupee caused a lack of faith in silver. The position might change as follows, 
taking annual averages for the ten years : — 


— 

From 

To 

Increase. 

India : Private imports 

China 

Industrial Arts 

Fine oz. j 

00,000,000 
10,000,000 1 
70,000,000 

Fine oz, 
80,000,001) 

55, 0(1(1, (MM) 
100,000,000 

33% 

38% 

«% 

Demand 

India Coinage 

Coinage of rest of the World 

170,000,000 

30.000. 000 

65.000. 000 

235,(MH),O0O 

Nil. 

65,000,000 

s* ] d 

?S 1 


265,000,000 

300,(MM),000 

13% 


Thus supplies would be increased by 13 per cent., but in order to absorb them 
those who have the choice of buying would (unless silver were to cease to be a 
marketable commodity) be compelled to increase their takings by an average of 
38 per cent. This would mean a profound change in the position, and it could not 
be effected suddenly and must take time. The more quickly it were applied the 
wilder would be the variations in the price of silver and the effect on production. 


51. In a previous section of this statement attention has been called to the fact 
that the fall in the price of silver following its virtual demonetisation in Germauy 
in 1871 and the closing of the Indian mints in 1893 did not prevent a very large 
increase in the production taking place, and that the curves of the production and 
the price were complementary (i.e., moved oppositely in relation to each other) to 
a remarkable degree. This, of course, suggests that if the curves were entirely 
complementary, the aggregate value of the annual production would remain at 
the same level. How far this is the case is indicated in Table II., which show's 
that it varied little in the 20 years before the War. As a matter of fact, from 
1894 to 1911 the annual values of the output oidy moved between £17,700,000 and 
£25,100,000, a variation of not more than 1 8 per cent, from the mean, the values 
slightly increasing with time. This phenomenon is altogether contrary to 
experience in regard to other metal commodities, as is shown in the following 
table. The period covered is the 20 years 1893-1913, split in the middle, and 
three-year (centred) averages are used in order to cancel to some extent the dis- 
torting effect of trade cycle movements. Index numbers are placed below each 
figure : — 



1894. 

1903. 


1912. 



Output. 

Price. 

Value. 

Output. 

Price. 

Value. 

Output. 

Price. 

Value. 

Copper ... 

Long tons. 
320,000,000 
100 

£46-1 

100 

£14,800,000 

100 

Long tons. 
587,000,000 
183 

£58-2 

126 

£34,100,000 

231 

Long tons. 
946,000,000 
295 

£69*0 

150 

£65,300,0u0 

442 

Tin 

72,000 

ICO 

£72-2 

100 

£5,200,000 

100 

95,000 

132 

£126-0 

174 

£12,000,000 

230 

118,000 

164 

£186-0 

258 

£22,000,000 

423 

Zinc 

386,000,000 

100 

£15-8 

100 

£6,100,000 

100 

571,000,000 

148 

£20 '6 
130 

£11,800,000 

193 

945,000,000 

245 

£24-7 

156 

£23,300.000 

382 

Lead 

619,000,000 

100 

£10-2 

100 

£6,300,000 

100 

905,000,000 

146 

£11-6 

114 

£10,500,000 

167 

1,166,000,000 

189 

£16-8 

165 

£19,600,000 

312 

Silver ... 

Fine oz. 
166,000,000 
100 

Fine. 
34- Id. 
100 

£23,600,000 

100 

Fine oz. 
165,000,000 
99 

Fine. 
27 -Id. 
80 

£18,600,000 

79 

Fine oz. 
222,000,000 
134 

Fine. 
28 -9d. 
85 

£26,800,000 

114 

World’s 

population 

1,472,000,000 

100 

1,573,000,000 

107 

1,717,000,000 

117 


t * °ase metais was advanced m relation to the 

growth of population, the less was the rate of advance in price, though that ad- 
vance was nevertheless substantial; and the value of the production rose enor- 
mously m the period m all cases, i.e., the metals became an increasing necessity of 
life as mechanics more and more replaced muscle. The case, it is clear! was entirely 
different with silver which is to a large extent a luxury commodity, whose value 
considering the metal as being a form of wealth, may easily be destroy - 
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if one discounts the silver figures of the 1893-1903 period, in view of the effect of 
the closing of the Indian mints to private coinage, the fact remains that ten years 
after that closing — for it took a long time for the demand to readjust itself to the 
shock — the value of the production had not risen as in the case of base metals, or 
indeed risen at all, though it increased afterwards till the War. 

53. The figures of the years 1914-1922 are utterly unrepresentative of normal 
conditions, but it happens that the fairly well-defined trend of the production 
value between 1902 and 1913, subject to trade cycle fluctuations, was represented 
by a rising straight line, which, if extended through the War and after- War 
period, would pass through the £33,000,000 to £34,500,000 (gold) values of 1923, 
1924, and 1925, and would show a value of £38,000,000 at 1930 and of £41,000,000 
at 1935. With a production of, say, 260,000,000 oz. in 1930 and of 280,000,000 oz. 
in 1935, these values would mean prices of 3 5d. per fine oz. at both 1930 and 1935, 
given that Indian conditions remained unchanged. According to the first table 
above, Indian private importers, China, and the industrial arts, if Indian con- 
ditions remained unchanged, would have been expected to pay 35 d. per fine oz. 
for 170,000,000 oz., or £24,800,000 per annum, and if it is assumed they were 
willing to pay that sum for the 235,000,000 oz. they would be asked to take (i.e., 
that the price were merely proportionately reduced), it would mean a price of 
25 3 d. per fine oz. or 23 Ad. per standard oz. 

54. This assumes that the rising trend of the value of the production con- 
tinued uninterruptedly through the War and after-War years, or could be picked 
up at its normal point now. One has, however, to remember — 

(1) That, as shown in the “ Gold ” section of this statement, the 
trend of commodity prices and economic factors generally should, quite 
apart from the War and the changes it has brought about, have continued 
until 1920, and then have turned downward or flattened. 

(2) The effect on the silver price of events comparable to the sug- 
gested policy, such as the virtual demonetisation of silver by Germany in 
1871 and the closing of the Indian mints to private coinage in 1893. 

(3) The very demoralising consequences to the market of having this 
additional silver hanging over it for ten years. 

(4) The possibility that the people of India would lose faith in silver 
as a result of the degradation of the rupee, and consequently decrease 
instead of increase the private imports. 

(5) That much would depend not merely on the Government’s action 
as regards silver, but also on its policy as regards gold. If that were in 
the direction of introducing a gold currency, it would largely augment the 
already excessive demand for a metal that threatens to be increasingly short 
supply, and the prolonged fall in prices generally which from other con- 
siderations has been assumed would be considerably accentuated. This 
would, of course, have its effect on the price of silver. 

In view of these considerations it would be bold to expect an average price 
of 24 d. per standard ounce to be secured. 



Table I. — Consumption op the World’s Gold Supply, and World’s Stock of Gold Money. 

(In millions of founds sterling at 84/1 1^ per fine ounce.) 

(. Proportion of current output consumed as additional figures under first five headings.) 
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Table II. — Consumption op the World’s Silver Supply. 
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Table III. — India’s Absorption oir Silver and Gold. 
millions of pounds sterling .) ( Rupees converted at average exchange for each year .) 


536 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 



JB 

i 

? 

a: 


A 

i 

i 

n 

■df 

•a * 

J5j 


Oi 
H ! 

si 

2 , 

I 

h 


IB 

0 ) 1 
«3 

t 

A 

1 

a 


§ 

•E 


if 

§• | 

II 

38 



Table IV— China’s Absorption op Silver and Gold. 

{In millions of pounds sterling, converted at average exchange for each year.) 
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Table V. — Distribution of World’s Total Gold Production. 
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Table VII— Gold Production. 
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APPENDIX 83. 

Supplementary statement submitted by Mr. Joseph Kitchin of the 
Union Corporation, Limited, London, on “Redundancy in the 
United States Stock of Gold Money.” 

This matter may be looked at in three ways : — 

(1) From 1873, when the United States adopted the gold standard and had 
only £22,000,000 of gold money, to 1887, when its stock reached £134,000,000, 
tne country was evidently collecting its necessary stock of gold. During the first 
six years of this period its currency was at a discount. From 1887 to 1895 
commodity prices which commenced to fall in 1873, reached their lowest point, 
and the stock fell to £104,000,000. From 1895 to 1913, during which period the 
world’s stock of gold money was advancing rapidly and commodity prices were 
rising strongly, gold' money in the United States increased every year (except in 
1909) until it reached £392,000,000. From the end of 1914 to the end of 1924, 
owing largely to the effect of the War, its stock increased from £371,000,000 to 
£935,000,000, and in 1925 the tide turned, reducing the figure to £907,000,000. 
At the 1895-1913 rate of increase it would now be £584,000,000 or £323,000,000 
less. From 12'6 per cent, of the world’s stock of gold money at the end of 1895, 
the United States proportion increased to 24 7 per cent, at the end of 1913. It 
was 224 per cent, at the end' of 1914, 34 per cent, at the end of 1918, 28*8 per cent, 
at the end of 1919, and 44 5 per cent, at the end of 1924, and is now 42 4 per cent. 
At the 1895-1913 rate it would now be 274 per cent., the difference of 15 per cent, 
on the world’s stock of £2,137,000,000 at the end of 1925 being the before- 
mentioned £323,000,000. This way of looking at matters tends to exaggerate the 
final figure, because it assumes a simple or fixed annual increase, while economic 
progress should advance at a compound rate requiring a rising increase in absolute 
amount per annum. 

(2) The increase in the holding of gold money shown by the World and the 
United States in the 18 years to 1913 and the 12 years to 1925 respectively have 
been : — 



World. 

United States. 

1895-1913 : 

Increase in Stock of Gold Money 

Compound rate of increase per 
annum. 

£827,000,000 to £1,588,000,000 
or 1 • 92 times. 

3-7% 

£1 04,000,000 to £392,000,000 
or 3 ’77 times. 

7-6% 

1913-1925 : 

Increase in Stock of Gold Money 

Compound rate of increase per 
annum. 

£1,588,000,000 to £2,137,000,000 
or 1 • 35 times. 

2-5% 

£392,000,000 to £907,000,000 
or 2 *32 times. 

7-25% 


During the 18 years before the War the United States increased its stock at twice 
th.e rate oif the world, and tins is understandable in view of tihe rapid increase 
of wealth in the country. From 1914, owing to the operation of the Federal 
Reserve Bank system, it should have needed proportionately less gold, while, on 
the other hand, its late entry into the War increased its requirements relatively 
to the rest of the world. In the period 1913-1925 the world’s stock increased at a 
lower rate than in 1895-1913 (94 per cent, of the addition to the stock going to the 
United States), and if consequently the United States had needed to increase its 
stock at say 5 per cent, per annum instead of the 7'6 per cent, of the previous 18 

have m6ant a stock of £704,000,000 at the end of 1925, or 
£203,000,000 less than the actual figure. 

(3) The Federal Reserve Banks are required to hold 40 per cent, of gold on 
lawful money against their notes and 35 per , cent, of gold against their deposits, 
or an average on present figures of about 38 per cent. Normally, it would hold a 
higher proportion, probably in excess of 50 per cent. Before the War central 
note-issuing banks in gold standard countries normally held gold reserves to the* 
extent of about 50 per cent, of their combined notes and deposits, and this test 



APPENDIX 83. 


541 


can be applied to the Federal Reserve system. Figures showing the recent gold 
monetary position in the United States are as follows 

U.S. Treasury Statement. 


(In millions of dollars.) 


— 

1 Jan., 
1923. 

I 

j ! 

; 1 Jan , 
1924. 

1 Jan., 
1925. 

1 Jan., 
1926. 

1 March, 
1926. 

Gold coin and bullion held in Treasury for F.R. 
Banks and Agents- 

2,235 | 

2,220 

1,987 

1,649 

1,653 

Gold coin and bullion outside Treasury held by 

220 

( 278 

255 

290 

312 

F.R. Banks and Agents. 






Gold certificates (covered 100% in gold in Treasury) 

405 

395 

538 1 

598 

621 

held by F.R. Banks and Agents. 

j 






2,860 

2,893 

2,780 I 

1 

2,537 

2,586 

Gold certificates (covered 100% in gold in Treasury) 

303 

582 

971 

1,114 

1 ,076 

in circulation. 





Gold coin and bullion in circulation 

429 

415 

458 

424 

422 

Other gold held in Treasury against U.S. Notes, etc. 

341 

357 

338 ! 

333 

i _ 

361 

Total stock of gold coin and bullion in the 

3,933 

4,247 

4,547 

4,408 

4,445 

United States. 

Total stock of money (including silver) in circula- 

4,733 

4,951 

4,993 

5,008 

4,814 

tion in the United States. 




Total stock of money (including silver) in circula- 
tion in the United States, per capita. 

42-81 

i 

44-22 

44-03 

43-62 

i 

41-84 


Federal Reserve Board Statement. 


— 

3 Jan., 
1923. 

2 Jan., 
1924. 

1 

31 Dec., : 
1924. ; 

i 

i 

30 Dec., 1 
1925. ! 

7 April, 
1926. 

F.R. Notes in actual circulation 

Total deposits of Reserve Banks 

Total F.R. Notes in circulation and deposits ... 

Total F.R. Gold Reserves 

Proportion of Gold Reserves to combined Notes 
and Deposits. 

2,411 

2,025 

i 

2,245 

2,051 

1,862 

2,311 

1,835 

2,357 

1,653 

2,278 

4,436 

4,296 

^,193 | 

4,192 

3,931 

3,049 

67-4% 

i 

3,084 

71-8% 

2,937 

70-4% 

2,704 

64-5% 

2,783 

70-8% 

The following rearrangement of these figures may be added, with a 
the probable redundancy : — 

(In millions of dollars.) 

note of 

— 

1 

End 

1922. 

End 

1923. 

End 

1924. 

End 

1925. 

1 

1 

March, 

1926. 

i 

Total F.R. Notes in circulation and deposits _... 

i 

Gold Reserves required at 50% 

Actual Gold reserves ... 

Difference — apparent redundancy ... ... 

4,436 

4,296 

4,173 

4,192 

! 3,931 

| 

2,218 

3,049 

2,148 

3,084 

2,086 

2,937 

2,096 

2,704 

> 1,965 
2,783 

831 

936 

851 

608 

818 
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If gold certificates in circulation (the amount of which around 1920-1922 was 
only $200,000,000) had been represented by F.R. Notes instead, the following 
figures would have resulted: — 

(In millions of dollars.) 



End 

1922. 

End 

1923. 

End 

1924. 

End 

1925. 

March. 

1926. 

Total F.R. Notes in circulation and deposits 

4,436 

4,296 

4,173 

4,192 

3,931 

If the Gold Certificates in circulation, had been j 
substituted by F.R. Notes. 

303 

582 

971 

1,114 

1,076 

i 

The total of F.R. Notes in circulation would ; 
have been. 

4,739 

4,878 

5,144 

5,306 

5,007 

Gold reserves required at 50% 

2,369 

"2,439 

2,572 

2,653 

2,503 

The actual gold reserves would have been (adding 
the figures for gold certificates in circulation to 
the actual F.R. gold reserves as above). 

3,352 

3,(566 

3,908 

i 

3,818 

3,859 

Difference — apparent plus dormant redundancy 

983 

.1,227 

1,336 

1,165 

1,356 

Redundancy made dormant by putting gold certifi- 
cates in circulation. 

152 

291 

485 

557 

538 

Level of wholesale prices of commodities in the 
United States (average of four indices). 

157 

152 

158 

157 

? 151 


This statement shows the efforts made in the United States to keep prices 
stable by the circulation of gold certificates covered by 100 per cent, of gold rather 
than Federal Reserve notes. Since the end of 1922 the aggregate of note and gold 
"certificates in circulation has remained comparatvely stable at $2,700,000,000 to 
$2,900,000,000, but the circulation of Federal Reserve notes has declined from 
$2,411,000,000 to $1,653,000,000, while that of gold certificates has been markedly 
augmented from $303,000,000 to $1,076,000,000, so that the difference between 
them has dropped from $2,108,000,000 at the end of 1922 to $891,000,000 at the 
end of 1924 and to $577,000,000 on the latest figures. This clearly shows that the 
authorities are attempting to make the redundant gold as ineffective as possible 
as regards influencing prices. Applying the 50 per cent, gold reserve ratio before 
mentioned to the combined notes and deposits of the Reserve Banks, the amount 
of redundancy of gold in the Reserve Banks — called “ apparent redundancy ” 
in the table above — is shown since 1922 to be from £125,000,000 to £192,000,000. 
But the total (apparent and dormant) redundancy would have been higher if it 
were not for the putting of gold certificates into circulation for in that case it 
is shown that it would have been from £202,000,000 to £279,000,000. It is, of 
course, to be expected that if the present policy of the Reserve Board were to be 
reversed the gold certificates would come back from circulation very slowly. 

On the whole it may be said that while the United States has added 
£515,000,000 to its stock of gold money in the twelve years to 1925, only some 
£280,000,000 of that amount is now redundant owing to the economic progress 
made by the country, while by the monetary policy adopted £110,000,000 of this 
£280,000,000 has been rendered dormant, and only £170,000,000 is actually 
redundant at present. The flow of gold into the United States has stopped, and 
the total stock of gold money shows on the whole a declining tendency. 

In a separate statement the writer has estimated that the world’s stock of 
gold money will be £2,425,000,000 at the end of 1935. This, with the figures in 
the first table above and the assumption that the United States’ stock will be the 
same in 1935 as in 1925, yields the following (the percentages are compound rates 
of increase per annum for the intervals) : — 


End of 

United States. 

Rest of World. 

World. 


£ 

£ 

£ 

1895 ... 

104,000,000 

723,000,000 

827,000,000 


7-6% 

2-85% 

3*7% 

1913 ... 

392,000,000 

1,196,000,000 

1,588,000,000 


7-25%) 

0*25% \ 

2*5% ) 

1925 ... 

907,000,000 U-9% 

1,230,000,000 J-l-1% 

2,137,000,000 11*95% 


Nil J 

2*15% J 

1*25% J 

1935 ... 

907,000,000 

1,518,000,000 

2,425,000,000 
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The assumption that the United States’ total will remain the same in 1935 as in 
1925 is based on the idea that it will take 10 years to remove the present 
redundancy, and the figures arrived at seem reasonable. They show; the United. 
States, owing to its superior rate of economic progress, t aking gold at twice the 
world rate both in 1895-1913 and in 1913-1935 — in the latter period at a much 
decreased rate, thus accommodating itself to the slower rate of increase in the 
world totals- and they show the rest of the world, after taking hardly any gold, 
on balance for' 1913-1925, readjusting itself thereafter by relieving the United 
States of its surplus (or rather by taking the whole of the world’s new gold produc- 
tion available for monetary purposes), and at a not excessive rate if allowance is 
made for the necessity of making up for the set-back caused by the War on the one 
hand and the impoverishment due to the War on the other. 

It has already been suggested that the apparent redundancy of gold in the 
United States under the system of price stabilisation adopted- is £170,000,000, otr 
£280,000,000 if one includes the hidden redundancy due to circulation of gold 
certificates in place of notes. , This would mean that, of a stock of £907,000,000 
at the end of 1925, £630,000,000 was normally required which was raised to 
£740,000,000 by the expedient of circulating gold certificates. From £740,000,000 
at the end of 1925 to £907,000,000 still at the end of 1935 is an increase of 2'05 
per cent, per, annum and from £630,000,000 to £907,000,000 is an increase of 
3'7 per cent, per annum. An average of . these rates — say 2‘5 per cent., taking twice 
the World’s increase for the period as before — would raise £630,000,000 at the 
end of 1925 to £835,000,000 at the end of 1935, leaving £70,000,000 to represent 
the apparent and dormant redundancy, from which, to arrive at the apparent 
redundancy as shown by Federal Reserve Board 1 figures, must be deducted half the 
amount of gold certificates then in circulation. The raising of the £630,000,000 to 
£907,000,000 at 2'5 per cent, per annum — i.e., to allow fully for both apparent 
and dormant redundancy on the assumption that all the gold certificates will be 
taken out of circulation, an unlikely event would take until 1940. If the present 
figure of the circulation of gold certificates remains unchanged for an indefinite 
period it would take until 1934 to raise the £740,000,000 to £907,000,000 at 2-5 per 
cent. per annum. Taking such a rate as 2’5 per cent, allows for the fall in com-' 
modity prices which the writer expects to take place. 

The policy of the Reserve Board will apparently be to maintain and increase 
the circulation of gold certificates so long as there is any apparent redundancy, 
and as that disappears (as judged by Federal Reserve figures), to reduce their 
circulation until more normal figures are reached. How far this process will go 
on depends upon the policy adopted.' The United States may also continue to loose 
gold 1 — rit lost £21 ,.000,000 in the fourteen months to the end of February last — , 
and this would expedite the elimination of the redundancy. If the Federal Reserve. 
Board’s ratio of gold reserves to liabilities is permanently kept above 50 per cent"., 
this would, also reduce the redundancy. It therefore seems that the redundancy 
•should’ disappear somewhere between 1930 and 1940, with a strong probability of 
its vanishing well within 10 years from the present time. 


End of 

* World’s 
stock of 
gold money 

, t Proportion 
in United 
States. 

End of 

* World’s 
stock of 
gold money 

t Proportion 
in United 
States. 

End of 

* World’s 1 
stock of 
gold money 

tProportion 
in United 
States. 


Millions 

Millions 

Per 


Millions 

Millions 

Per 


Millions 

| Millions j 

Per 


of pounds. 

of pounds. 

cent. 


of pounds. 

of pounds. 

cent. 


of pounds. 

, of pounds, j 

cent. 

1873 

586 

22 f 

3-7 

1892 

753 

: 120 

15-9 

1911 

3,497 

| 970 

24-7 

1874 

594 

24 f ' 

4-0 

1893 

774 

i 122 

15-8 

1912 

1,537 

! 387 

25-2 

1875 

601 

18 } 

3-0 

1894 

801 

111 

13-8 

1913 

1,588 

892 

24*7 

1876 

610 ' . 

20} 

3-3 

1895 

827 

104 

12-6 

1914 

1,656 

871 

2<>*4 

1 S 77 

621 

27} 

4-3 

1896 

■852 

121 

14 -2 

1915 

1,736 

473 

27-2 

1878 

634 

36} 

5-7 

1897 

882 

131 

14-9 

1916 

1,804 

589 

92*6 

1879 

639 

62 

9-7 

1893 

921 . 

171 

18-6 

1917 

1,852 

626 

33-8 

1880 . 

643 

82 

12*8 

1899 - 

957 

185 

19-3 

1918 

1,917 

652 

34-0 

1881 

649 

100 

15 - 4 

1900 

989 

204 

20-6 

1919 

1,930 

556 * 

28-8 ' 

1882 

653 

99 

15-2 

1903 

1,022 

23 6 

21-1 

1920 

3,977 

605 

30-6 

1883 

657 

107 

16*3 

1902 

1,056 

230 

21-8 

. 1921 

2,031 

753 

37 -n 

1884 

662 

108 

16-3 

1903 ' 

1,093 

' 245 

22-4 

1922 

2,052 

809 

39-4 

1885 

670 

115 

17-2 

1904 

1,136 

250 

22*0 

1923 

2,089 

874 

41*8 

1886 

681 

121 

17-8 

1905 

1,196 

265 

22-2 

1924 

2.100 

935 

44-5 

1887 

690 

134 

19-4 

1906 

■ 1,209 

300 ' 

24-2 

1925 

■ 2 437 

907 

43-4 

1888 

701 

134 

19*1 

1907 . 

1,286 

332 

• 25-8 

— 



l 

1889 

710 

131 

18-5 

1908 

1,354 

■ 341 

25-2 

1930 

? 2 , 305 ' 



1890 

720 

133 

18-5 

1909 

1,409 

• 337 

23 '9 


" 



1891 

733 

129 

17-6 

. 1910 

1,454 

352 

24-2 

1935 

? 2,425 




* The writer's computation, excluding India, China and Egypt. + From TJ.S. Mint Reports. $ At June 30. 

P 
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Letter dated the 30th March 1926, from the Manager, Chartered 
Bank of India, Australia and China, on behalf of the British 

Exchange Banks. 

We beg to acknowledge receipt of your letter of the 9th instant, with enclosures 
as specified, and beg to say that Mr. Charles Nicoll, General Manager of the National 
Bank of India, Limited, will be pleased to attend at the India Office at 10.30 a.m. on 
the 14th proximo, as representing the British Exchange Banks, and give evidence 
within the scope as outlined hereunder. 

The questionnaires submitted have been perused with interest, and as they cover 
a very extended field, we elect to confine ourselves to the following heads : — 

1. Gold currency. — We are not in favour of the immediate introduction of a gold 
currency into India. 

2. A gold standard. — We are in favour of a gold standard, i.e. that it is put on 
the Statute Book that the Government is bound to buy gold at a rate to be fixed upon 
(this will depend on the basis at which the rupee is fixed) and to sell gold for export 
(or the equivalent in gold funds) at a rate to be arrived at as above. We emphasise 
the Government because we are of opinion that for the present there is no other 
authority to whom those duties could legitimately be delegated. 

3. Council Bills. — Only to be sold to the actual extent of Government published 
Budget requirements, and should be put up for public tender in India and London. 
The sale of council bills may be undertaken by the Imperial Bank as Agents of the 
Government. 

4. Currency. — No additional currency should be issued that is not covered by the 
actual tender of gold coin or bullion in India and/or in London earmarked for 
shipment to India. 

5. Currency Notes. — In our opinion all currency notes should remain Government 
of India notes and the management of the issue remain in the hands of the 
Government. 

6. Rupees. — The legal tender of rupees not to be disturbed. 

7. Stabilisation of the Rupee. — We consider the stabilisation of the rupee is 
desirable, and that the time has arrived when it is practicable. The present position 
is unsatisfactory, owing to the uncertainty, which reacts adversely on trade. 

As to the basis, we are of opinion that the advantages attending the adoption of 
the rate of Is. 6 d., which has been the working rate for some rime past, outweigh the 
disadvantages, and consequently we see no objection to stabilising on the basis of 
Is. 6 d., in preference to the old basis of Is. 4 d. 

We do not think that fixing the rupee at, say Is. 6d., once it is accepted as an 
accomplished fact, will affect the demand for gold in India to any appreciable extent. 

8. Gold reserves. — In our opinion, the fact must not be lost sight of that there is 
an important section of the Indian community who have at heart the wish for a gold 
currency, and although the more moderate of this line of thought recognise that the 
present time is not opportune, still the idea exists, and as time goes on it may gather 
force sufficient to call for the Indian Government giving the matter serious attention. 
It is with this end in view, therefore, that we advocate a policy which will increase 
the gold reserves, so that when the day comes (it may be ten or more years hence) 
India’s gold position will have been steadily improving all the time, which will enable 
her to tackle the problem when it does come up again upon a surer basis. 

Also, it will give a measure of comfort to the gold currency section to see that 
something is being done. 

NOTE. — The following is a list of the British Exchange Banks party to the 
above : — 

The Chartered Bank of India, Australia, and China. 

The National Bank of India, Limited. 

The Hong Kong and Shanghai Banking Corporation. 

The Mercantile Bank of India, Limited. 

Lloyd’s Bank, Limited, Eastern Department. 

The P. and 0. Banking Corporation, Limited. 

The Eastern Bank, Limited. 
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Statement of evidence submitted by Sir Stanley Reed, K.B.E., 
Director of the Bombay Electric Supply and Tramways Company, 
Limited. 

(1) 1 he time is ripe for a solution of the problems of Indian currency and exchange 
by measures for the stabilisation of the rupee. 

(2) The rupee should be stabilised on a gold standard. 

The ratio at which this stabilisation should be effected must be cousidered m 
relation to the history of the Indian currency. The ratio suggested by the Herschell 
Committee in 1893 was Is. Ad. The ratio proposed by the Fowler Committee in 1898 
and adopted by the Government of India was Is. 4cC. That ratio was the established 
legal standard of money payments from 1 898 until the disturbances caused by the war ; 
when these adjusted themselves the Indian exchange fell to approximately Is. Ad. 

The established legal standard of money payments should only be disturbed under 
stress of overwhelming necessity. Round it an immense volume of contractual 
obligations has been built up. No evidence has been produced showing that any 
supreme need for the alteration of this standard has arisen, or that any insurmountable 
difficulty exists to prevent its restoration. Whilst no special sanctity establishes to a 
ratio as a ratio, the standard for money payments should be, and usually is, regarded 
as less open to repeal or modification than perhaps any other legislative act. 

On this general principle, that the established legal standard of money payments 
should not be disturbed, no departure from the goal of Indian currency policy, from 
1893 until the financial disturbances of the war, is warranted, except on proof of 
overwhelming necessity or evidence that it cannot be maintained. 

(4) The gold exchange standard practised before the war should be abandoned 
for a definite gold standard, aiming at the ultimate establishment of a gold currency, 
if when that stage is reached opinion in India demands it. 

The Gold Standard Reserve should be located in India and held chiefly in gold. 

(5) The note issue is efficiently managed by the Government of India through 
the present agency. That system should not lightly be disturbed. If for any special 
reason it is desired to bring the note issue more directly under control in India, then 
it should be vested in the Imperial Bank of India, as an entirely separate department 
of the Bank, and under conditions which will not admit of any considerable departure 
from present practice. 

Notes of small value, such as the one-rupee note, have many advantages. They are 
popular ; they form a line of defence against any manipulation of the silver market 
in face of a demand for the coining of rupees. They should, therefore, be retained, if 
only on a limited scale, so that people may be habituated to their use. 

(7) The remittance operation’s of the Government of India should be conducted 
by the Imperial Bank of India, through the purchase of sterling in India, and limited 
to meeting the Home charges of the Government of India. 

(9) Any silver required by the Government of India should be purchased by open 
tender in Bombay. 
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Statement of evidence submitted by Mr. George E. Roberts, Yice- 
President, National City Bank of New York, and formerly Director 
of the United States Mint. 

1. The b ank ers of the United States, myself included, are interested in the work of 
this Co mm ission as preparatory to the re-establishment of the gold standard in India 
on a definite and permanent basis. We believe that this is highly desirable from the 
standpoint of the people of India and as a part of the general movement for the 
re-establishment of the gold' standard throughout the world as the basis of trade and 
financial relations. I need not dwell upon the benefits to be gained by all countries 
from the restoration of a common standard of value — the experiences of the last 
12 years have* afforded ample demonstration of the evils resulting from unstable 
currencies and exchanges. In the United States it has happened that we have had 
no difficulty in maintaining our currency at par with gold, but we have seen that the 
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full advantages of the gold standard cannot be enjoyed by one country alone. We 
have found that even our internal prices and the prosperity of all our industries were 
affected by the loss of a stable relationship between < our monetary system and the 
systems of other countries. ■ , ,• > > • . 

2. We are interested, therefore, in the reconstruction of the universal gdid system as 
something generally desirable ; but, since this means demands for gold from many 
countries, we are interested also that these demands shall not interfere one with 
another or seriously affect credit conditions in the countries which are expected to 
supply gold. I am old enough to remember that 30 or 40 years ago there was much 
talk about a “ scramble ” for gold and of falling prices commonly attributed to a 
scarcity of gold. That situation was changed by a great increase in gold production. 
Through the development of the South African and other goldfields the banking 
reserves of the world were replenished, and from about 1897 world prices were rising 
until the outbreak of the war, after which the inflation of credit became the dominant 
factor. The rise of mining costs then had a tendency to curtail gold production, 
particularly in countries like the United States, where gold had to be sold at the 
mint price as before the war, and the world’s' output declined from a value of about 
£96,400,000 sterling in 1915 to about £69,300,000 in 1919 and £65,500,000 in 1922, 
the low figure of the latter year being due in part to a miners’ strike in the Transvaal. 
Since then the Transvaal has been quite successful in reducing costs and has completely 
regained its pre-war rate of production, but other important fields, particularly in the 
United States and Australia, have not been so successful. In 1924 the world’s output 
was about £80,000,000 sterling, and that of 1925 was perhaps slightly higher. The 
world’s production therefore has recovered about one-half of the decline occasioned by 
the war, but is about £ 15,000,000 below the production of 1915. I am inclined to the 
opinion that the prospective supply of new gold is large enough to permit the general 
re-establishment of the gold standard without serious disturbance to prices, provided 
possible economies in its use are effected, and the new stocks wanted are acquired 

’ without too much disturbance of existing stocks already in use as the basis of credit. 
These, however, are necessary qualifications, and it is especially important that the 
new demands shall be satisfied from current production. 

3. The war caused an enormous expansion of credit and a great displacement of 
.gold stocks. The gold reserves of the banks of issue and Government conversion 
funds have been increased from approximately 5|- billions of dollars, or roughly 
£1,100,000,000 sterling, to approximately £l,900,000;000, or a little above 70 per 
cent. This is an increase somewhat greater than the rise of the general price level 
as it stands to-day, but the banks are carrying unusual amounts of Government 
paper as compared with pi-e- war days. It must be considered also that the increase 
.in gold reserves has been by no means all from the mines, but largely by the 
accumulation of coin that had been in circulation. Moreover, this increase in the gold 
.reserves means that larger additions, to ,the reserves will be required in the future to 

maintain a percentage increase corresponding to the growth of trade. Thus a 2 per 
cent, annual increase upon £1,000,000,000 of reserves would call for £20,000,000 
of new gold, while a 2 per cent, increase upon £2,000,000,000 of reserves will require 
£40,000,000 of new gold. I am not saying that a 2 per cent, annual increase 
is required, but I am pointing out that if the price level is to be maintained at 
approximately 50 per cent, above, the pre-war level, larger gold reserves will be 
required in the future and economy in the use of gold will be necessary. If there 
should be an expansion of business over the world and at the same time a general 
replacement of gold coin into circulation, the gold reserves probably would not be 
sufficient to supply the amount of credit necessary to maintain the present price level. 
In my opinion it would be a mistake at .this time to afford facilities anywhere for gold 
to be absorbed into circulation. 

4. The distribution of . gold stocks- at this time is very uneven. As a result of war 
and revolution the great reserves of Russia (which aggregated about £160,000, 00Q) 
h'tve been scattered. The reserves of the Austro-Hungarian Bank (which were about 
£50,000,000 sterling) were much' reduced during the war, and what was left finally 
distributed to the. succession States, The reserves of the German Reichsbank were 
greatly reduced following the war, but within the past year have been restored to 
approximately their pre-war strength. This does not, however, fully restore the pre- 
war monetary and credit situation, as before the war a large amount of' gold coin was 
in . circulation which must now be replaced by Reichsbank notes, thusi increasing the 
charge on the gold reserves. Since 1913, excepting Belgium, France, s-md .Portugal 
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■the gold reserves of Western Europe have been largely increased. This is true 
.also of the reserves of Switzerland, but those of the other countries of Central, 
Eastern and South-eastern Europe have been reduced. Those of Italy have been 
reduced by more than 20, per cent. 

5. Gold is the most liquid form of capital, the form most suitable for use as the basis 
■of commercial credits ; and it is evident, from the high bank rates now prevailing 
throughout Central and Eastern Europe, that credit is very' scarce throughout that 
region. Gold is needed in all those’ countries to permit credit expansion, to lower 
interest charges, and to stimulate a revival- of trade and industry. 

6. About a year ago the Bank of England resumed gold payments, accompanied by 
the Netherlands Bank, and this action was hailed as possibly inaugurating a geueral 
return to the gold basis throughout Europe. The results have been in' some degree 
disappointing, although- not wholly so. Poland attempted to establish her currency on 
a gold basis and obtained a loan in America, but the conditions were too. unfavourable, 
and the new currency has suffered a heavy depreciation. Belgium has sought to do 
the same, but has not been able as yet to carry out her plans, and her currency has 
relapsed. She will need a substantial foreign loan to achieve success. The currency 
•of France has suffered further depreciation during the year. She 'does not heed 
to increase her gold reserves at home, but she will need credits outside which 
will be a charge, upon the reserves of the countries granting them. The Chervonetz 
■currency of Russia, issued by the State. Bank on a gold basis,, and said to be 
independent of the Government finances, is now reported as suffering depreciation. 
If and when Russia comes back into the world of business (as it is to. be hoped she 
will without long delay) she will need important help from outside in the establishment 


•of a stable currency. , 

7. The Bank of England. has lost approximately £9,600,000 since the resumption of 
gold payments, and the management feels it prudent at this, time to maintain -a 
-discount rate which is somewhat above the ordinary rate in pre-war times, and te> 
that extent must be regarded a burden upon the industries of the country at a time 
•when they are needing to have all conditions as favourable aspossible. - 

8 The Bank of the Netherlands, which resumed gold payments coincidently with 
the Bank of England, also has lost gold during the year to the extent of about 
£5,000,000. Switzerland, which is on a free gold basis, has lost about £-1,500,000 
during* the past year: Sweden, also on a gold basis, has lost a small amount of the 
metal during the year. 

9 On the other hand, Hungary lias successfully re-established a new currency on a 
sold basis by the aid of a foreign loan, and Czecho-Slovakia, with similar assistance, 
has. established a national- Bank of issue with every prospect of being able to maintain 
her currency on the gold basis. Germany, by means of the Dawes plan loan and 
-extensive borrowing by industrial and municipal corporations, has increased the gold 
stock of the Reichsbank by about £43,000,000, of which £17,000,000 was acquired 


in 1925. 1 . 

10. The United States.lost about $134,000,000 during the year 1925. . 

11 It is evident that the movements of gold during 1925, and down to this 1 time, have 
been on the whole away from the chief financial centres and to- what may he called 
-the outlying countries. India took about £43,000,000 sterling during the calendar 
vear 1925 which, however, refers to net imports and not to gam in banking reserves. 
Australia and New Zealand reserves increased £13,000,000 sterling ; Java gained 
About £4,000,000, Canada £3,500,000, Poland -£1,200,000, and numerous countries 
such as Italy, Hungary, Roumania, Yugo-Slavia, Bulgaria, Austria and Belgium gained 


.small amounts. . . • ' 

12 This movement away from the chief financial centres is nothing to complain of. 
It i s ail right and illustrates the part which they play in the ultimate and inevitable 
•distribution, but also illustrates the geueral interest in having the centres kept strong 
io meet the demands from all quarters. 

13. Whatever loans are required for the rehabilitation of monetary systems naturally 
must be made in the countries which have surplus capital for investment abroad, and 
banking reserves must exist, there to meet the. demands which such loans make. . - 

14. There are only three countries at the present time which .are. in a position to 
participate to any considerable extent in foreign loans. They are. Great Britain, 
Holland, and the' United States. 
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15. Great Britain by reason of past experience and relationships, is the natural leader 
in international financing, particularly in behalf of any of her Dominions, excepting 
possibly Canada. 1 have already referred to the position and present discount rate 
of the Bank of England. I would not even suggest the possibility of Great Britain’s 
ao-ain suspending gold payments, for I do not think the world can afford to have that 
occur. It would be a world-wide calamity. The Bank of England must maintain gold 
payments at any cost, as the centre and mainstay of the movement to accomplish 
world-wide resumption, but a discount rate which is a restriction upon British 
commerce would greatly hamper the Bank in its co-operation to that general purpose. 

16. Holland is able to co-operate, and always has shown a disposition to do so, but 
cannot act alone upon large undertakings. 

17. The United States has gained the greater part of the increase in gold reserves 
since 1913, the net increase in the holdings of the Treasury and banks having been 
nearly $2,500,000,000 (£500,000,000) or about 60 per cent, of the world’s increase. 

It has been a common assumption that the United States has a great surplus of gold, 
and even was in danger of being smothered by it or compelled by the natural processes 
of inflation to give up a large part of it. However, the Uuited States is a big country 
and has large digestive capacity. It is a mistake to suppose that the United States 
has any considerable excess of gold reserves at this time. At the present price level 
and with the present volume of credit outstanding, the reserves of the Uuited 
States are no greater than the financial authorities of the country deem reasonable, 
conservative and desirable. 

18. In J uly 1914 the gold holdings of the Treasury and banks equalled about 7 per 
cent, of the aggregate amount of credit currency in circulation together with the net 
individual deposits of the banks. At this time they do not exceed 8 per cent. 

A similar calculation for Great Britain shows a net reserve of about 6*5 per cent. The- 
percentage is higher in the United States than in Great Britain, but, in our opinion, 
there are sound reasons why this should be. The United States is of great territorial 
expanse and no such concentration of banking control exists there as in Great Britain. 

It has a great number of small banking institutions which look to the reserve banks 
for support. The country has had several unpleasant experiences in the past with 
general bank panics, the one in 1907 causing an almost complete suspension of cash 
payments throughout the country. This was before the establishment of the 
reserve system, but individual bank failures have been not infrequent in the last 
five years. 

19. The reserves are divided among 12 reserve institutions. The reserve percentages, 
of the reserve banks are high, but they are calculated upon the liabilities of the 
reserve banks alone, and these banks do not participate in the general banking 
business of the country. It must be considered that these reserves are practically 
the only reserves for the entire banking system. 

20. Moreover, it has to be considered that the central reserve system is comparatively 
'.new with us, and in view of the small participation of the reserve banks in the total 

banking business it is not altogether certain to what extent they will be able tO' 
coritrol the banking situation. 

21. In view of the unsettled conditions in world trade and finance still existing, we- 
do not feel that present reserves in the United States are excessive. 

22. lhave thus gone over the general situation preparatory to expressing my opinion 
of the proposal for establishing the full gold standard system in India, as outlined in 
the plan which has been handed to me by your Chairman. Whatever opinions I 
express are based upon this plan and the estimates which are made therein. I do not 
feel that I have sufficient knowledge of conditions in India to express an independent 
opinion upon the amount of gold required or of the amount of silver which will have- 
to be taken from the public and disposed of. 

23. Accepting the estimate that £103,000,000 sterling of gold will be required over' 
and above the usual imports of past years which have been absorbed for ornaments 
and other private purposes, and that approximately £50,000;000 of this will be 
required within the first year, I am of the opinion that the plan will sfibject the 
.financial world to a strain which ought to be avoided, and I see no reason why it 
may not be avoided. It appears that after supplying the demand for the arts and 
the amount which went to the outlying or non-lending countries, none of the new 
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■Sold pi od action of last year was available to swell the reserves of tlie lending 
-countries. In tact, we know that these countries all suffered losses from their reserves 

^ c i v ? ar ‘ 1 1 Evide 1 ntl y a special call for £50,000,000 sterling, or approximately 

$250,000,000, could not be met without being drawn almost wholly from their reserves, 
which would necessitate drawing in their resources and curtailing credit both at home 
.and abroad. ’ 

24.. Or old obtained by means of a loan will not necessarily come from the country or 
•countries in which the loan is placed or in the same proportions. The movements of 
gold are determined by many conditions. If, for instance, a loan was placed" in the 
United States, it might be advantageous to use the credit there to buy gold in London 
•or elsewhere ; or if the gold, was originally taken from the United States the effects 
there might cause Americans to withdraw capital from other countries. Hie financial 
world is so closely related that wherever the loan is placed or the gold obtained the 
•effects will be felt in all countries. 

25 . It would be very unfortunate at this time to have a forced contraction of credit 
■anywhere. It would increase interest rates : but this would not be the worst of it, 
because the very purpose of increasing rates would be to force a curtailment of 
applications for capital. It would tend to increase unemployment and to lower the 
general price level ; and, while there are good reasons for regretting the great rise of 
prices occasioned by the war, and the injustice and hardship thus inflicted upon 
many people, it is too late to remedy all that now. The high price level has been 
maintained so long, and such a vast body of indebtedness has been created upon 
•that basis, that to force adjustment to a lower level would repeat all those evils 
with the added danger of protracted industrial depression and widespread social 
•disturbance. 

26. India necessarily has a common interest with other countries in the maintenance- 
of general prosperity. She is a large exporter of products, mainly raw materials of 
industry, the prices of which are affected by the general state of industry over the 
world. The experience of the last five years has been that in any general decline of 
prices, raw materials aod agricultural products have fallen faster and farther than 
manufactured goods. I know that this has been the case in the United States, and 
my information is that it has been true in India and elsewhere. It may be accepted 
as a general rule, resulting from the fact that the manufacturing industries are highly 
■organised and resist wage and price reductions while the rural populations are unable 
to do so. 

27. I do not believe that a gold circulation is essential to the maintenance of the gold 
standard in India with all the benefits that go with it anywhere. _ The essential thing 
is that the currency in circulation, and which the people receive in payment for wages 
-and products, shall have a stable relation to gold and be readily convertible into gold 
for all the foreign payments they wish to make. 

28. The fact is that in all the advanced countries the trend is away from the use of 
gold as a common medium of exchange, and even away from paper money for 
payments of any size, to the use of bank checks. For pocket change, wages, and 
retail trade, a token currency answers every purpose. Gold is too valuable for use 
in hand-to-hand payments, to be kept in the pockets or hoarded by millions of people 
in any country. It is a waste of capital to use it in that way. It is a backward 
rather than a forward step to provide for gold coins in circulation. 

29. I do not believe that the countries of Europe ever will go back to the common use 
•of coins. In the United States the use of gold coins continued for many years in the 
Pacific Coast States, because gold was one of the products of those States, the people 
were accustomed to handling the coins, and were reluctant to change their habits. Since 
the war, however, gold has gone generally out of circulation even there, and a gold 
•coin has become a rarity in any part of the United States. More and more our 
people are making their payments through the banks. 

30. I am aware that with the mass of the people of India payments are too small for 
•the use of checks, but I should think that this would be true also as to gold coins. 

31. I hesitate to, express my, opinion about matters with which I have so little 
personal knowledge as conditions in India. I know that it is a country in which 
•changes in long-established customs take place slowly, but I am profoundly 
impressed that no country is in a position to effect so rapid a betterment in social 
conditions as India might accomplish by the , development of a modem banking 
■system. If the capital held unproductively in that country could be gathered 
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together and invested for the development, of industry, the wealth of India would 
rapidly increase : the incomes of all the people would increase, and tlio country 
would enter upon a new era ot‘ general prosperity . 

1 32. I do not assume for a moment that 1 am advancing an idea that is new in India. 

On the contrary, I have been moved to say what I have by knowledge of the fact that 
the Imperial Bank of India now has 100 branches in operation. I hope the results- 
will afford encouragement for opening many more, and that the services they will 
render will gradually, bring about a change through which the wealth that they win 
by their constantly accruing trade balances, instead of, being buried in idle hands, 
may be used to provide them with a more abundant supply of the comforts of life. 

: 33. The growth of banking facilities seems to me the hopeful line of development for 

India, and to properly take precedence over an increase of facilities for the widespread 
distribution of gold coin. 

34. I would not suggest that the interests of India be sacrificed in any way for the 
benefit of the rest of the world, but I am impressed that in the present situation the 
problem of restoring the world to the gold basis is dependent for success largely upon' 
India; and I am sure that success will serve the interests of India as well as those of 
the other countries. 

The Redemption and Sale of Silver. 

35. I now come to the part of the plan which deals with the disposition of about 
200 crores of rupees, or approximately 687 million fine ounces of silver, for the double 
purpose (as I understand) of eliminating rupees which it is thought will be redundant 
as a circulating medium under the new system and of obtaining gold for the reserves. 
This will be regarded in the United States and all silver-producing countries as a 
very disturbing proposal. 

36. The silver, question has been a very live question in the United States for a long, 
time : for many years it was an acute political question. This was not due entirely 
or even mainly to the fact that silver-mining was an important industry in the 
country, but largely to the fact that the monetary system had been, nominally at least, 
bimetallic from the foundation of the G-overnment, and that popular opinion inclined' 
to the view that the demonetisation of silver tended to lower the general price level,, 
and to operate to the disadvantage of a debtor country and the debtor class generally. 

37. All political parties for a time were more or less committed to the view that 

bimetallism should be maintained, and both of the. leading parties participated in the 
legislation under which approximately 406,000,000 ounces of silver were purchased 
by the Treasury, from 1878 to 1893, and coined into dollar pieces of unlimited legal 
tender on Government account. Those purchases have seemed to us to aggregate 
A large amount, but' it- does not sound so large in comparison with this proposal for 
India to sell 687 million ounces. ' - 

38. This silver-purchase policy was for the purpose of maintaining the value of 
silver- bullion with the view to the re-establishment of full bimetallism. 

39. The increasing production of gold answered the principal argument on behalf 
pt bimetallism,' -and gradually . the subject ceased to be a political issue. However,: 
people are tenacious of political doctrines to which they have adhered, and with many; 
of our people there has remained a strong sentimental interest in silver to this day. 

. 40. As evidence of this I would point to what is known as the. Pittman Act, passed 

in'1918, under which several hundred’ million silver dollars held in the Treasury were- 
authorised to 'be melted and sold to the British Government or to our own im porters,, 
as a means of making remittances to India at a time when exchange was very 
'difficult to obtain, ’ The object for which that silver was purchased and those dollar 
pieces^ had beep coined had been long since abandoned.,- The coins represented an 
unavailable asset in the Ireasury^ which, , from the point of view of Government 
finance alone, naturally would have been disposed of, but. 1 the “spell” of the old 
purpose, together with the appeals of the mining industry, which ‘ urged that sales 
would demoralise the industry, were sufficiently strong to secure the' incorporation into- 
the Pittman Act of •&’ provision requiring that -all Of the bullion resulting from the 
melting of. these Coins should be repurchased in the eveiit of Silver's falling to $ l per 
-Ounce, and recoined -into dollar pieces. ■ All of it has been now repurchased. 

- ' 41. I think this background of silvef history' is .necessary in order to understand just 
how a considerable-section of the American people will react to this proposition to 
sell ‘685;000, 000 otmees of Indian : silver coins 'with a‘ view -to completing the- 
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demonetisation of silver in India. It will be regarded as the finishing act in the 
demonetisation of silver m the country which has afforded the greatest market for it 
m the past. ° 


42. It goes without saying that the silver-producing industry will hear of this 
proposal with dismay. Ihe total production of silver in the world is now at the rate 
of about 240,000,000 fine ounces per year, of which India has been accustomed to 
take about one-third, and in the la to t three years has taken close to 100,000,000 ounces 
per year. Of the world s production the United States contributes about one-fourth, 
the figures for the last two years being about 65, 000, 0U0 ounces each, and the United 
States, Canada, and Mexico contribute approximately 73 per cent. 

43. 'VV hat is to be done with an annual production of 240,000,000 ounces of silver 
when the country which has been taking 100,000,000 ounces of it drops out as a 
buyer, and becomes a seller on a large scale ? 

44. I think this question expresses what the natural reaction will be, although I am 
not clear that the situation would be quite so bad as it indicates, for I suppose that 
the demand for silver for ornaments would continue upon some scale, and that 
eventually there would be some use of silver for subsidiary coins. It would seem 
probable, however, that confidence in silver as a stoi'e of value, and respect for 
it as one of the precious metals, would be more or less shaken, and that private 
purchases would be affected thereby. 

45. At best the proposition is certain to be regarded by the mining industry with 
very great alarm, and, if approved by this Commission, to have a very serious effect 
upon the value of investments aggregating hundreds of millions of dollars. 

46. Even if sales by Ind ia abroad be left out of the account, and these 687,000,000 ozs. 
should be simply held to be gradually absorbed by home consumption, it is difficult 
to see how the current production could be disposed of outside of India. China is 
the next largest purchaser, but a heavy fall in the value of silver would work serious 
derangement in both thy internal and external trade of that country. 

47. The purchases of silver by Governments for coinage purposes always have 
represented the principal consumption, but they would not be increased in any 
important degree by a lower price. 

48. It should be noted that there has been a pronounced tendency amongst 
Governments in recent years to lower the fineness of their silver coins for the purpose of 
cheapening the cost. Thus the British Government has lowered the fineness of its silver 
coins to 50 per cent. It seems quite probable that this practice will extend farther. In 
other cases nickel has been substituted for silver as in the case of some of the coins- 
of France. These developments discourage the hope that the demand for coinage 
purposes will increase. 

49. The cost of the silver used for table-ware and ornamental purposes is subordinate 
to the labour factor in the cost of manufacture, so that while a lowering of the price 
of the metal might stimulate such use in some degree, price reductions to consumers- 
would not be proportionate to reductions in the price of silver bullion. 

50. When the production of any commodity is in excess of the demand there can 
be no relief until the price falls to the point where diminishing production and 
increasing consumption bring supply and demand into equilibrium. It looks in this 
case as though the adjustment would have to be mainly on the side of supply. 

51. The statement of the plan makes an estimate that the price obtained may he 
expected to be not less than 24 d. per standard ounce. The market price in London 
this week for spot silver has ranged from 29 to 29 £d. I do not know that silver 
for sale in India for export would bring more than in London. This would 
contemplate a fall of about Qd. as the result of the announcement of the plan and 
the actual sales. It seems to me that this is a small decline to expect under the 
circumstances. The first big break in silver occurred in the early seventies of the 
last century, when Germany and several other countries were demonetising it as. 
standard money: Germany sold in all about 85,000,000 fine ounces from 1873 to 
1879 and obtained 59^\d. in the first year and 50 d. in the last, a drop of 9 -fad. in 
the six years. It may be added that the German Government got better than the 
lowest prices in these years : the lowest price recorded on the London market in that 
period was 46f d. in 1876. which was a drop of 13d. in three years. 

52. The next decline in silver occurred in the 1 2-year period following 1890. About 
the latter year agitation began for closing the Indian Mints to free coinage. The 

Q 
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highest price for silver in 1890 was 54f d. and the lowest a difference of 

nearly 7 d In 1892 the high was 43fd. and the low 37£cZ. ; in 1893 when the Mints 
were closed the high was 38fcZ. and the low 30 d. ; in 1894 the high was 31|<i and 
the low 27 d . ; in 1897 the high was 27 H d., and the low 23f(Z. ; and in 1902 the high 
was 26 tVZ. and the low 2JL-H<Z. Thus in three years the price fell from 54<Z. to 27 d., 
exactly one-half, and before it stopped falling it got under 22 d., which was 2 d. below 
the price named as the minimum to be realised on the sales under this plan. 

53. There was no talk of selling silver out of India at that time ; simply a fear that 
the importations might be reduced. Asa matter of fact the net importations of silver 
into India since 1893 have been larger on the average than before that year, but 
instead of the coinage being free or on private account it has been on Government 
account. 

54. I would also call attention to the fact that this great decline in the price of silver 
did not cause any falling off in production. The world’s production of silver in 1892 
was 153,000,000 ounces, and it has not been so low as that in any year since. 

55. Silver sold below 24eZ. not only in the years I have named, but in 1905, 1909, 
1910, 1911, 1914, and 1915; in ali, 10 years out of the last 25. I am unable, 
therefore, to accept the opinion that 24 d. is a price that will reduce production to the 
point where supply and demand will find an equilibrium with India no longer a 
purchaser in the markets. 

56. Unquestionably the lower prices of silver which have prevailed since 1890, 
excepting in a few years of war disturbance, have closed many silver mines, but 
others have continued to operate at a profit. Mining and treatment costs have been 
reduced in the last 30 years ; rich mines have continued to produce, and new ones 
have been discovered ; but one of the chief reasons for the increased production of 
■silver, despite the lower prices, is that a large part of the production is now in 
conjunction with the production of other metals ; in fact, silver is largely a by-product 
of mining operations in which copper, lead, and zinc are the chief products and bear 
the larger part of the expense. 

57. The report of the Director of the Mint of the United States for the fiscal year 
ended 30th June 1925 (page 33) contains a table furnished by the Bureau of Mines, 
which gives the source of the silver production of the United States in the calendar 
year 1924. It accounts for over 04,000,000 fine ounces, of which 23,000,000 were 
recovered from copper ores, 20,500,000 from lead ores, and 20,000,000 from what are 
called dry and siliceous ores, being those from which nothing is recovered but silver. 
A small amount of silver is obtained also in conjunction with gold. 

58. According to these figures less than one-third of the silver output of the United 
States in that year was obtained from mining operations in which the chief product 
was silver. The same is largely true of silver production in Mexico and other 
countries. 

59. It is evident that silver production from this class of mines is not likely to be as 
readily responsive to changes in the price of silver as production from what are called 
straight silver mines. The net profit of operating these mines depends upon the 
combined results, and upon the prices of copper and lead and zinc as well as the 
price of silver. 

60. It is a very difficult matter to say at what figure the price of silver will be low 
enough to close an important proportion of these mines. There are men sufficiently 
familiar with such properties to give opinion worth having, but I would not attempt 
to give an opinion other than that I think the figure would be considerably below 24 d. 

61. It is to be considered that mining properties are not abandoned whenever their 
operations show a deficit according to approved book-keeping methods, which 
include charges for depletion of mineral, depreciation of equipment, bond interest, 
&c. Under the conditions here presented mines will be operative as long as they 
pay operating costs, and possibly, in some instances, even longer, in the hope of a 
favourable turn with, regard to some of the factors. If there is no hope as to silver 
there may be hope as to copper or lead. With silver now under 30 d. I do not think 
a drop to 24cZ. would reduce production enough to off-set the withdrawal of India 
from the markets. 

62. The feet that so much uncertainty attaches to this feature of the plan makes it 
very important, as I view it, that the best expert opinion on the subject be had by the 
Commission before coming to a conclusion. If silver should fall to 15 d. instead 
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of 24 cl., it is evident not only that the sales of redeemed silver would yield much less 
for the replenishment of the reserves, but that the decline would signify a heavy 
depreciation upon all the silver hoards of India. I leave it to others more familiar 
with the psychology and habits of the Indian people to estimate what effects there 
might be in the way of inducing a more rapid conversion of silver into gold than 
has been contemplated, or of general discontent with the new system, or of 
influencing the people to the purchase and hoarding of gold instead of silver. With 
what we know of human nature in the United States we would expect developments 
on all these lines. 

63. For reasons which I have outlined in the first part of my discussion I would 
consider the last-named possibility one of great importance to the world at this time. 
The people of India have been buyers of silver on a great scale for a long time. They 
have been accustomed to esteem it as one of the precious metals, and it would seem 
that the reduction of the rupee to be a subsidiary coin and a further serious decline 
in the price of bullion naturally would have the effect of lessening the demand for all 
the purposes for which silver has been wanted in India, and of increasing the demand 
for gold. Furthermore, this probably would be true as to many uses the world over. 

I do not think the world can afford to encourage or satisfy such an increase in the 
non-monetary uses of gold at this time. 

64. The one certainty as to the price of silver in the event of this plan’s adoption 
would seem to be that it must fall low enough to effect the curtailment of production 
necessary to bring supply and demand into the balanced relation. I do not see how 
this can occur without closing an important proportion of the properties in which 
silver is produced in conjunction with the other metals, and if this result is forced 
the disaster throughout the mining industry will be enormous. 

65. Although silver is a minor factor in the income of this class of properties, my 
understanding is that it supplies all of the profit and bears a part of the expense. 
Whether the required curtailment would be accomplished at 20 d. or 15 d. is not 
im portant if it be true that this class of mines must be largely closed before the 
decline can cease. This would mean a very great destruction of property values, a 
grave displacement of labour, and probably higher prices to consumers the world over 
for copper, lead and zinc. 

66. The latter possibility has various phases. A general cessation of operations by 
the silver-lead and silver-copper companies would force up the price of lead and 
copper to a point where increased production would be induced from some source, 
and some of the closed properties might be enabled to resume operations at even 
lower returns for silver than have been suggested in this discussion. This would put 
more silver on the market, and thus readjustment might go on until what in the past 
have been considered the humbler metals bore practically all the cost of producing 
silver. On the other hand, there is the possibility that low cost copper producers in 
South America and Africa might expand their operations at the expense of their 
North American competitors, many of whom have been able to hold their own in the 
past largely by reason of the silver contents of their ores. 

67. The value at this time of the mining properties in the United States which would 
be put in serious jeopardy by this plan probably is not less than $500,000,000. 
Higher figures have been named to me by men whose opinions are entitled to as 
much weight as any that can be had on this subject. Many thousands of workmen 
employed by the mining, smelting and transportation companies would be involved. 
The ramifications of the effects of the closing down the various operations upon ores 
producing silver, lead, copper and zinc, are far-reaching. 

68. Moreover they would not be confined to the United States, for the mines are in 
many countries, and a disaster to this industry at the present time obviously would 
be unfortunate for the influence it would have upon general industrial and business 
conditions throughout the world. 

69. I am sure that no such ill-effects are contemplated or desired by the sponsors of 
this plan, and I am confident that this Commission will recognise that the problems 
involved in it are too complex, and the issues too serious for action to be taken 
without the most exhaustive investigation into the conditions which 1 have outlined. 

70. In conclusion, I would repeat that in speaking of silver production I do not wish 
you to understand that I am an expert upon the mining industry. I am not a mining 
engineer, nor engaged in mining, but during the -years of my incumbency of the 
position of Director of the Mint of the United States it happened that I had the 
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opportunity to become somewhat acquainted with gold and silver production. I 
prepared the statistics upon the subject which appear in the Mint Reports of those 
years. I have known many of the men who have been prominent in the mining 
industry in the United States, and I have felt justified in laying before you the 
general information which thus has come into :ny possession. For more exact 
information it will be necessary to have testimony from persons intimately related to 
the industry. My statement is for the purpose of emphasising the importance of 
having such testimony before acting upon this proposal to sell large amounts of silver 
from India or to make any further change in the policy of India regarding silver. 


APPENDIX 87. 

Report on proposal to place India on a Gold Standard, 

Tby Mr. Arthur Notman, Mining Engineer and Geologist, New York. 

The method of putting this proposal into effect may be outlined as follows : — 
There are in the currency reserve of the Indian Government and in the silver rupees 
in circulation, which will be presented for redemption in gold, the equivalent of 
<387,000,000 fine ounces of silver. It is proposed to release this total in equal annual 
instalments over a period of 10 years, which would be equivalent to an increase of 
about 30 per cent, in the present available annual supply of 240,000,000 ozs. 

Far-reaching Effects. 

The effects of such action would be far-reaching throughout the non-ferrous metal 
industry of the world. The burden of these effects would fall, in large part, on that 
portion of the industry owned in the United States. The larger share of the domestic 
burden would fall upon the lead industry, together with the consumers of that metal. 
Copper, too, would be materially affected, whereas the zinc industry would be little 
disturbed. 

Basis of Value. 

In the past the price of silver has reflected any reduction in its use for coinage 
purposes and will doubtless continue to do so in the future. The world’s stock of 
silver in all forms is steadily increasing. With a growing volume of trade between 
the Orient and the gold standard nations of the West the reverence for the metal as a 
symbol of value will gradually disappear. The present agitation from India is 
evidence of this tendency. Regardless of any governmental action, this cannot fail 
to have a depressing effect on consumption in the East. 

Growth of World’s Stock of Silver. 

As we shall see, an increasing proportion of the total production is a by-product 
of the base metals. In view of the growing demand of the world for the latter metals, 
solidly based on manifold industrial uses, the world’s stock of silver seems destined 
to increase even more rapidly than in the past. It is idle to suppose that in the face 
of these forces even the world-old sentiment of the Orient for the metal will successfully 
hold back economic law. 

World Production. 

In tbe years 1923 and 1924 the world produced 480,000,000 ozs. of silver, for 
which it paid approximately 65 cents per oz., or $312,000,000. This production ’was 
divided as follows : — 

Silver Production of the World, 1923-4. 


Millions of Ounces. 


United States - 

130 

Europe - 

19 

Canada - 

39 

Oceania - 

25 

Mexico - 

182 

Asia - 

21 

Central America 

6 

Africa - 

3 

South America - - - 

55 



Total Western Hemisphere 

412 

Total Eastern Hemisphere 

68 


Grand Total, 480. 
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Sources of Domestic Production. 

mve^ton ^ceiled thf * 73 , P f cent \ of tllis ontyut, and United States 

imestois leceiveci the benefits derived from at least 300,000 000 ozs The United 

£ TJ7e tZ MS" 4 £ra T, th 1 foUTO “ g »~ L tr s t r dght s“«r 

ores, 4o pei cent. , from lead ores and lead ores carrying a little zinc and/or Conner 

^rore 6 "’ L 'rh? m C n P f ° reS ’ 20 Per Cent ’ and th ® sma11 remaining balance f?om 
zinc oi eb. f he world figures represent a record for silver. This is true also for 

the lead production. In the case of copper, the output in the war years* 1917-18 
exceeded that of 1923 and 1924 by abo^ fi’per cJ?, but the latter "yeS made a 
peace-time record. J 

The volume and trend of domestic silver production, and their relation to those of 
the base metals, are brought out in the accompanying Charts 1 and 2. World 
figures, it available, would m all probability show similar relationships. The 
evidence, so far as base metals are concerned, points strongly to still rapidly rising 
production and consumption. At the moment, stocks of these metals are if 
anything below normal, showing that consumption has fully kept pace. 


Domestic Consumption. 

The domestic consumption of silver for the 12 years 1912 to 1923 inclusive, 
-according to the American Bureau of Metal Statistics, was 663,000,000 ozs. Of this 
41 '6 per cent, went into coinage and 58 *4 per cent, into manufacturing and the arts. 

• One-quarter of the latter amount was derived from old scrap, and the balance from 
new material. 

The principal industrial uses are silver ornaments, plating, photography, and the 
■ chemical industries. It should be remembered that aside from the small amounts 
actually consumed in the two latter industries, and the amounts lost by physical wear 
and tear on coins and ornaments or accidentally, the total stock is augmented each 
year by the annual production. In other words, the metal is practically indestructible. 
There are no statistics available to comprehend this condition. Presumably the great 
bulk of all the silver that has beeu produced since the beginning of time is still in 
existence in one form or another. Most of it, however, is performing no essential 
service. 


Domestic Industrial Consumption. 

No reliable figures other than those for the United States covering industrial 
-consumption have been compiled. The per capita domestic industrial consumption 
has remained nearly stationary at *32 of an ounce for the last 16 years. Its relation 
to the per capita consumption of the base metals, copper, lead, and zinc, is shown by 
the American Bureau of Metal Statistics as follows : — 

Per Capita Industrial Consumption — United States. 

Silver. Base metals. 

For the three years, 1912-4, inclusive - - '31 ozs. 23*52 lbs. 

„ „ 1922-4, „ - - *32 „ 30*75 „ 

It seems probable that the industrial consumption of the nations of western Europe 
'would bear somewhat the same relation to their consumption of the base metals as is 
•apparent in this country. Unfortunately, our classification does not show what part 
of our industrial consumption depends on mere appearance and sentiment and what 
on valuable physical, chemical, or electrical properties peculiar to silver. However, 
it seems likely that the former considerations form the basis for the larger part of this 
•consumption. It is not without significance that silver ornaments are stamped with 
"the sterling brand to distinguish them from those made of many equally attractive but- 
much cheaper base metal alloys. 

Current Costs of Silver and the Base Metals. 

• An examination of the attached cost data, Tables I and H, for the years 1923 and' 
T924 throws light on this question. These data have been assembled from the 
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published annual reports of a group of representative silver producers. The strictly 
domestic companies had an output for the two years in excess of 75 million ozs.,. 
approximately 58 per cent, of the total domestic output. 

In the preparation of the tables the production has been classified as follows : — 
(1) Geographically into domestic and foreign, and (2) according to the nature of the 
ores from which the silver is derived. The latter classification serves to separate that 
portion of the production which is mined essentially for its own value and/or that of 
associated gold from that secured as a by-product in the extraction of base metal 
ores. Straight zinc ores carrying silver have been disregarded for the reason that the 
production derived from them amounts to but 2 per cent, of the total. 


Silver and Silver Gold Ores. 

Table I shows that in the case of these ores a reduction in the price of silver of 
the 1923-4 average of about 65 cents per ounce to 45 cents would reduce the 
distributable margin before depletion from 30 cents to 10 cents per ounce, or 66 §• per 
cent. Out of this distributable margin provision must be made for the return of the 
capital investment with interest before there is any real mining profit. It is difficult, 
to arrive at any satisfactory figure for the average investment per ounce of annual 
production in the case of these producers of straight silver ores. The reason for this- 
is that the usual and justifiable conservative policy followed by them involves the 
charging out of these investments rapidly against earnings during the early history of 
the properties. Perhaps $1.00 per ounce of annual production would be a fail- 
estimate of the amount of capital required. To insure its return with interest over the 
life of the deposits the annual yield should be 8 to 10 cents per ounce. In reality,, 
therefore, when the distributable margin falls to this figure, there are no profits. 


Base Metal Ores. 

Companies faced by such a condition usually continue to produce even after this- 
“living wage ” has disappeared, in the hope that better prices, richer ores, lower cost, 
any or all will enable them to hold their heads above water. These considerations- 
apply, with equal force, to the silver lead and silver copper producers. It is probable 
that there would still be some production from the first group after the price reached 
20 cents per ounce. Selective mining of ores higher in grade than the average of the 
past might enable them to maintain a limited output with some distributable margin. 
Here, again, the same principle holds true for the producers of silver from base metal 
ores. With each successive drop in price all units would be affected, but in varying 
degrees. The most likely outcome would be that instead of certain units disappearing 
from the picture, as might be gathered from the tables, the production of each would 
be reduced. The combined effect of such reduction should approximate that which 
would be caused by the elimination of the higher cost units. 

With these ideas in mind, a study of Tables I and II will give a picture of the- 
effects of a falling price for silver on this particular group of producers. Table III 
should be studied with the others as it summarises these effects, assuming that the- 
prices of lead and copper will remain at about the present level of 8 cents and 
14 cents per lb. respectively. As we shall see later, this is not apt to be the case. 
To maintain the present requisite supplies of these metals in the face of falling prices, 
for silver, their prices must necessarily rise. However, on any other assumption the' 
picture would become too confused to hold any meaning. 

It should be noted in the case of the Anaconda Copper Company that about 
one-half of their domestic investment is involved in activities other than that of' 
producing electrolytic copper. Presumably, therefore, one-half of the margin shown 
is represented by income from these operations. Before comparison, therefore, with 
the other companies, the cost of their copper should be taken at about 11-75 cents. 
The case of the Utah Copper Company, representing over 25 per cent, of the copper- 
production of the group, deserves special mention. Silver plavs such a small part in 
their income that they would be practically unaffected. In all cases, the costs shown 
are after all credits and charges, excepting boud interest and depletion. Careful 
••study of the history of ' the copper industry shows that the investment amounts to* 
40 cents per pound of annual output on the average. The figures for lead are not so* 
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reliable, but indicate an investment of about one-half of this amount. If we assume 
"that in geneiol these properties have reserves of ore in the ground sufficient to 
maintain production for 20 years, an 8 per cent, annual dividend on these investments 
will yield 5 per cent, interest and an annual instalment which, reinvested at 4 per 
•cent, compound interest will return the capital in 20 years. In other words, the 
•capital charges amount to 3 2 cents per pound of copper and L*6 cents per pound of 
lead. Naturally, those companies will continue to produce as long as they can earn 
any margin before these capital charges. 

From the above it would follow, that with lead at 8 cents per pound, when the cost 
.as shown reaches 6 ‘4 cents profit disappears, and similarly in the case of copper. 
With the metal at 14 cents per pound, when the cost reaches 10*8 cents profit 
vanishes. It is idle to suppose that production from these sources would then cease. 
We have already discussed the factors tending to maintain output under similar 
-conditions in the case of the silver and silver gold ore. In that of the base metal ores 
there would be the added stimulus of the prospect of rising prices for these metals. 


Estimated World’s Silver Production at falling Prices. 

It would seem essential for a proper view of silver production as a whole to 
•attempt a quantitative estimate of the effects of this proposal in the light of those 
indicated on that portion of the industry for which we have figures. To do so, 
■certain additional assumptions are necessary beyond that of constant prices for the 
base metals at their present level. For example, this would be a reasonable 
assumption, that the combined production of Canada and Mexico is obtained from the 
three classes of ore in the same proportions as that of the United States (for the 
latter, see Chart 2) : namely, 43 per cent, from straight silver and silver gold ores 
(dry and siliceous and placer) ; 35 per cent, from silver lead ores ; 20 per cent, from 
silver copper ores, and 2 per cent, from zinc ores. (Lead ores carrying minor amounts 
of zinc have been included with the lead silver group.) In general, the similar 
geological environment in these adjacent areas of the North American continent to 
that of the United States afford strong support for . this assumption. To carry the 
assumption further and cover the balance of the world production is questionable, 
and yet, granting its validity with respect to the whole of North America, we have 
.already covered 73 per, cent, of the total production. Even a substantial error in this 
balance will be greatly minimised in the total. Table III, already referred to, shows 
how the silver production of our selected group would be affected by falling price, 
while Table IF shows the estimated effects on world production, assuming our sample 
•to be representative and the necessary assumptions sound. 


Balance between Production and Prices. 

Just where the balance between production and prices of silver and the base 
■metals would be adjusted is extremely difficult to forecast. In the absence of action 
«uch as that proposed in the plan under discussion, however, investments and metal 
prices can and will be gradually adjusted to changing conditions, without serious 
upset. On the other hand, the proposed action would unquestionably precipitate a 
most serious condition of affairs, with heavy losses to investments which amount in 
round numbers to 1 billion dollars in this country alone. An unavoidable sequel 
would be the loss of employment to many thousands of workmen by the enforced 
•shutdown of mines, mills, smelters, refineries, &c. 

While these facts apply more directly to the domestic situation, it is true that the 
•effects would fall even more severely, proportionally, on Mexico, because of the fact 
that they produce 50 per cent, more silver, largely from lead-silver ores similar in 
nature to those of the United States. 

Since 1904 the silver production of the Province of Ontario of the Dominion of 
■Canada has amounted to over 350 million ounces, with a gross value of 225 million 
dollars. The average price received on this production was 63 * 66 cents per ounce. 
It must be obvious that if the future production can be sold at prices only from 
■one-third to one-half of this figure, a tremendous injury will be done to the Canadian 
investments. The Western Hemisphere produces about 85 per cent, of the total 
world output. With silver at 20 cents, the income derived from this production 
would amount to 40 million dollars annually, compared with 130 million at the 
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preseat level. As already pointed out, the prices for lead, copper and zinc would' 
inevitably be forced to a sufficiently higher level to compensate for this loss of income- 
from silver. In my judgment, the increases necessary would amount to 1^- cents to- 
3 cents per pound of lead to 1 cent to 2 cents per pound of copper. If we now apply 
these increases to the present rate of consumption in this^country for lead and copper 
they will amount to an annual charge of 33 to 06 million dollars. There is danger 
that such an, adjustment in price in the case of copper would result in the transfer of 
a material portion of the production to foreign hands, with consequent severe loss to • 
domestic investments. The dangers of any sudden disturbance of the equilibrium 
among the factors controlling the welfare of the non-ferrous metal industry of the- 
world are obvious. Our study strongly supports the view that the present proposal 
would constitute a major danger of this sort. 


TABLE I. 

Output and Costs of Principal Silver Producing Companies of the Western 
Hemisphere for the two years 1923 and 1924. 

Note 1. — All data taken from published annual reports of Companies or Year Book of American Bureau 
of Metal Statistics. 

Note 2. — Costs are taken after all credits and anchorages, excepting bond interest and depletion with 
exceptions noted below. 


Producers of Dry and Siliceous 
Ores. 

Production. 

Cost before bond 
interest and depletion. 

Gold credit. 

United States : — 

West End Consolidated Mining Co. 

Silver 

ozs. 

1,912,088 

Total. 

Dollars. 

640,905 

Per oz. 
Cents. 
83*52 

Total. 

Dollars. 

Per oz. 
Cents. 

- Tonopah Mining Co. 

3, 9o6, 025 

2,125,987 

53-74 

470,000 

11-88 

Tonopab Extension Co. 

8,612,018 

1,301,389 

36-03 

900,000 

24-92 

Tonopah Belmont Co. 

2,084,459 

1,044,903 

50-13 

474,660 

22*77 

California Band Silver 

4,672,817 

937,418 

42-03 

— 

— 

Total 

16,237,407 

6,070,602 

37-38 

1,844,660 

11*36 

Canada : — 

Premier Gold Mining Co. ... 

5,961,933 


32-63 

5,173,275 

86-77 

Nipissing Mines, Ltd. 

6,489,778 

1,753,154 

27-01 

— 

— 

Keeley Silver 

3,224,776 

679,639 

21-07 

— 

‘ 

Coniagas 

1,890,977 

618,739 

32-72 

— 

— 

Central America : — 

N.Y. Honduras-Rosario Mining Co. 

4,228,115 

1,897,370 

44-88 

r 


Mexico : — 

El Tigre Mining Co. 

5,718,109 

2,030,346 

35-51 


■ 

Amparo Mining Co. 

2,463,215 

792,332 

32-17 

1,092,920 

44*37 

Dolores Mines Co. 

1,826,869 

1,067,634 

58-41 

— 

— 


t 
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Production at falling prices for the metal. 
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Note. — Based on following assumptions : — (1) That prices for lead and copper will remain constant at present level, 8 cents and 14 cents per lb. respectively. 

(2) That world production is obtained from the different ores in the same proportion as that of U.S. 

(3) That average world costs are similar to those of the representative group studied, 
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Supplementary Memorandum by Mr. Notmaii. 

The following figures are taken from the 1925 “Mining Manual and Year Book ” 
hy W. E. Skinner, published' in London. They cover the production and financial 
returns for the fiscal year ending 30th June 1924 of the Burma Corporation, Ltd., 
operating very large lead mines in the Northern Shan States, upper Burma, and the 
Broken Hill South, Ltd., operating large silver, lead, and zinc mines at Broken Hill 
Barrier Ranges, New South Wales. Both these companies, so far as I am aware, are 
financed wholly by British capital and constitute major industrial units in their 
respective localities. 

In preparing the following table I- have assumed that the metals were marketed at 
the average of the London quotations for the period as reported by the American 
Bureau of Metal Statistics. In converting to dollars I have used the average exchange 
as reported by the Federal Reserve Bank for the period. 




TABLE V. 






Production. 

Net cost of lead. 

Silver credit. 

Net income before 
bond interest and 
depletion. 

Company. 

Silver. 

Lead. 

Per 

Total. * lb. 

Total. 

Per 

lb. 

Total. 

Per 

lb. 

— 

Ozs. 

Lb. 

$ Cts. 

$ 

Cts. 

$ 

Cts. 

Burma Corporation. ... 

5,287,7X1 

115,938,000 

3,111,988 2*68 

3,531,186 

3*04 

3,285,652 

2 ‘84 

Broken Hill South ... 

1,236,572 

Lead and 
zinc. 

129,272,640 

Net cost of 
base metals. 

7,696,822 4*64 

825,794 

0*64 

1,689,533 

1*31 


Note. — (1) Average metal prices: Lead £28,065, zinc £32,779 per long ton, and silver at 66*781 cents per oz.. 
Exchange taken at $4*4043. 

(2) In the transcript of the accounts of the Broken Hill South, apparently no charge for depreciation had been made 
against current earnings. It was stated, however, that £80,000 of the operating income had been appropriated for 
construction, and I have assumed that this amount would represent a fair charge to depreciation in arriving at net income 
before debenture interest and depletion. 

It will be noted that the net costs for lead and zinc, after silver credits, are well 
within the range of those in the representative group shown in Table II of my 
Report. In the case of the Burma Corporation, which produced over 90 per cent, of 
the Indian silver output for 1924, the silver credit amounted to 107 per cent, of the 
net income, while in that of the Broken Hill South it represented 49 per cent. A 
reduction in the selling price of silver to 10 cents per oz. would have reduced the 
income of the Burma Corporation over $3,000,000, leaving them less than $300,000 
net income, while that of the Broken Hill South, Ltd., would have suffered a reduction 
of $602,147. 


APPENDIX 88. 

Memorandum on. the Effect upon the Copper, Lead and Zinc Mining 
In dustries of successive decreases in the Price of Silver which 
would be caused by the introduction of the Gold Standard in 
India, by Mr. H. A. C. Jenison,* Consulting Engineer, Guaranty 
Company of New York. 

Introduction, 

Practically 'all of the data contained in this Report were collected by the United 
States Senate Commission of G-old and Silver Inquiry, under the chairmanship of 
Senator Tasker L. Oddie (Nevada), in compliance with instructions from the United 
States Senate, to determine the reasons for the decrease in gold and silver production, 
and to recommend remedial legislation should it he necessary. Since most of the 
American silver- production and a large part of the American gold production is 
derived ■ from: copper, -lead and zinc ores, the investigation necessarily included the 
copper, lead arid zinc industries. 

. The writer was the engineer in charge of the mining' Investigation, and prepared 
the questionnaire on mining costs and investment in the non-ferrous metal mining 
industry. 

* 1919-23, Geologist in charge of copper, United States Geological Survey. ■ .1923-5, Mining 
Engineer in charge of mining cost, investments, yield investigation of copper, lead, zinc, gold, and silver, 
U.S. Senate Commission of Gold and Silver Inquiry. 
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The data collected covered the period 1913-24 inclusive, and are exceedingly 
comprehensive and complete for all of the principal mining companies, and represent 
approximately 95 per cent, of the productive capacity of the copper industry, 
75 per cent, of the lead, 70 per cent, of the zinc, 75 per cent, of the silver, and 
55 per cent, of the productive capacity of the gold mining industry. 

' A very careful and accurate analysis of the records of the companies was made for' 
the sole purpose of determining the facts, and, if possible, recommending sound 
permanent solutions of problems of the industry. 

All of the data were collected under the pledge of regarding the individual 
companies’ records as highly confidential. Consequently in this Report only 
aggregate figures can be shown. The data are the most accurate that could possibly 
be assembled. 

Companies included in the Report. 

Copper Companies. 

All of the Am eri can copper companies whose income from silver is a substantial 
part of the total income, and necessary to the successful exploitation of silver-bearing 
copper ores, have been included. If it were possible to include an analysis of the 
cost and production records of all the small copper vein mines of the Western States, 
the vital importance of silver in the successful operation of this group of copper mines 
would be more strikingly demonstrated. 

The productive capacity of the group included in this Report is about 40 per cent, 
of the total domestic productive capacity, and the production of the group for the 
years 1919-24 inclusive was approximately 40 per cent.., .of .the total domestic 
production and 20 per cent, of the production of the world. The production of this 
group is three to six times as large as any additional production which would he 
made from the rest of the industry without greatly expanding their present plants 
and equipment. 

Therefore, any vital change in the conditions under which this group of mines is 
operating would be transmitted to the rest of the industry in the same or greater 
proportions. 

Method of determining costs. 

The costs herein shown include all the direct and indirect costs of mining, 
concentrating, smelting, refining and marketing, depreciation and taxes. The costs 
and income shown is that which has been actually derived from the production and 
marketing of metals. 

Non-operating income, such as that from customs smelting, sale of power, 
rentals, &c., has been excluded, since in all cases the operations are too small and 
unimportant to be carried on independently of mining, and would therefore cease 
with the suspension of mining operations. 

The costs and income have been carefully segregated according to metals for 
those companies which produce large quantities of two or more of the base metals. 
Where considerable quantities of more than one base metal are produced, and it is 
impossible to allocate the costs accurately, the secondary base metal has been 
expressed in terms of the principal metal, according to their respective values. 
Depletion (return of invested capital) has not been considered as a cost, and no 
consideration has been given to income from investments. 

Lead companies. 

A very large part of the western lead production of the United States is made by 
hundreds of small’ operators who sell their ore or concentrates to the customs smelters. 
The cost record of this production is not available, or it is too inaccurate to be of any 
value. Consequently, the cost statistics contained in the tables represent only five or 
six of the principal western lead mines. These statistics, however, are a sound basis' 
for the consideration of -the lead industry, since the production of lead from these 
mines varies far less with the fluctuations in the prices of lead and silver than does 
the production from the smaller mines. . Consequently, it may -be assumed that the 
great majority of the small western mines, whose aggregate production is so large 
and so important, are all more nearly marginal than those large mines whose costs 
are shown herein. 

Method of determining costs. 

■ The methods of arriving at costs, credits, and .income for the lead companies ara 
the same as for the copper companies and the data are in all ways comparable. 
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The Effect of a material decrease in tlie Price of Silver upon the Copper Industry, 

Hie copper and silver producing group of mines under consideration in the 
United States represents about 40 per cent, of the total copper production capacity of 
'■the domestic industry. From 1919 to 1924 inclusive, this group produced about 
40 per cent, of the total domestic production and about 20 per cent, of the world’s • 
production of copper. 

Throughout that period the average production of silver from this group was in 

■ excess of 50 fine ozs. per ton of copper. The credit for silver per lb. of copper 
has decreased with the decrease in tne price of silver from 3 ‘ 1 2 cents in 1919 to 
1-tJL cents in 1924. 

A practically proportionate decrease in the cost of producing copper (due to 
metallurgical improvements, selective mining, and production on the most economic 
scale) and in the selling price of copper has, however, resulted in a nearly constant 
relationship between the value of copper and of silver produced. 

For the entire period under consideration, the value of the silver recovered from 
the mining of copper has varied from .85 per cent, to 112 per cent, and has averaged 
102 '5 per cent, of the total net income from mining and marketing copper. That . 
is, the value of the silver recovered from the mining, recovery, and ' marketing of 
the metals contained in the silver-bearing copper ore has exceeded the total profit’ i 
thereon. ■ 

Furthermore, in the year 1924. the cost of producing copper by this group was 1 
reduced to approximately the minimum which may be reasonably expected under the 
present and most economic scale of production, and yet the value of silver recovered 
from the copper ores produced was 97 per cent, of the net income from the operation. 

Thus the price of silver determines the net profits from the production and, 
marketing of copper from this group as a whole. 

With the price of copper remaining constant, a decrease in the price of silver 
to about 33 cents per oz. would make it impossible for more than, one or two of 
the companies in this group to operate at a real profit,’ and none of them could 
•withstand a material operating or market reverse without incurring an operating loss. 
Furthermore, with silver at 33 cents per oz., and with no reverses of any kind,, 
this group of companies would only earn about $5,000,000 upon an outstanding/' 
investment of more than $600,000,000, or about • 8 per cent, (eight-tenths of 1 per cent.). 

Therefore, all of the companies in this group would be marginal producers and • 

■ quite unable to earn an adequate return on capital invested, ever return the investment - 
itself, or liquidate nearly $200,000,000 worth of outstanding bonds. 

A further decrease in the price of silver would be proportionately more disastrous. 

With such a decrease in the price of' silver, there would be two alternatives 
for the mines of this group — (1) intensive, selective mining , and (2) suspension of 

■ operations until the price of copper again permitted operations. 

The state of the copper market for the past seven years has forced upon this group • 

■ of min es selective mining on a broad scale. Highly selective mining, however, did 
not yield a sufficient tonnage to greatly reduce the cost. In 1924. however, increased 
. tonnage , combined with the maximum of selective mining possible, greatly lowered 
the cost of production. 

Consequently it seems certain that sufficient selective mining could not be 
practised to compensate for the loss of the silver credit for any appreciable length of • 
time. Even if s uffi cient selective mining could be practised to compensate for the 
loss of silver credit, it would curtail production enormously (thus creating a shortage 
of copper), quickly exhaust the high-grade ores without profit, and render the 

■ exploitation of the remaining great tonnages of low-grade ore impossible without an 
increase in price of copper greater than the loss of silver credit. 

If operations were suspended instead of being enormously curtailed, a greater 
shortage of copper would result and the price of copper would inevitably increase 

■ enough to enable these mines to resume operations as marginal producers. The 
resumption of operations by this group would slightly depress the price of copper, 
..again resulting in exhaustion of ore reserves, without profit, or would force 

suspension. 

In either case, the price of copper throughout the world would increase at. least 
.2 cents per lb., and these mines would remain marginal producers, thus failing to earn 
interest on the outstanding investment, much less repay it. 

Furthermore, the increased price of copper of about 2 cents per lb., and the 
Ttransformation of this group of mines into marginal producers through the decreased"' 
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value of silver would undoubtedly result in' a rapid increase in productive capacity of 
the large, low-grade, non-silver-bearing, low cost, American, South American .and 
African copper mines equal or nearly equal to the productive capacity of this group 
of mines. In such an event, this group of mines would soon have to he abandoned. 

In summary, it is concluded that the decrease in the value of silver to 33 cents or 
less per oz. would ultimately probably result in — 

(1) a loss or a failure to recover between $600,000,000 and $700,000,000 of 

outstanding investment in these mines ; 

(2) the loss of several thousands of millions of pounds of copper (5,000,000,000 

to 10,000,000,000 — worth at present prices $700,000,000 to $ 1,400, 000, UOU) 
contained in the ore reserves which could not be mined. 

Lead companies. 

The most conspicuous development in the domestic non-ferrous metal mining 
industiy since the war has been the extraordinary increase in the consumption and 
price of lead, particularly since 1919. This increase up to 1923 was in excess of 

200.000 tons, or 31 per cent, and was partially supplied by an increase of about 

125.000 tons in the domestic production, about 107,000 tons of which increase was 
supplied by increased or new production from the silver-lead mines of the west. The 
Central States, under the inducement of high prices of 1924, were only able to- 
increase their production 49,000 tons, or 23 per cent, over the 1919 figure. 

The accompanying tables indicate the increase of domestic production according 
to sources, and establish the fact that the marginal lead producers of the United 
States are the western silver-lead mines. It is apparent that, on account of the new 
high level in the price of lead, the increasing consumption, the tariff on imports, and 
the failure to develop (with the notable exception of one mine in British Columbia) 
any new large additional sources of lead, that, so far as the United States is concerned, 
these marginal silver-lead producers of the west do and will determine the domestic 
price of lead probably at some unknown point below that price where consumption of 
lead is restricted by the competition of substitutes. 

It is impossible to determine accurately the cost of production of a very large part 
of the western lead because it is sold as ore or concentrates to the smelteis and is 
derived from hundreds of small operators whose cost records are inadequate for the 
accurate determination of the cost of production. The accompanying table, showing 
the costs of lead in the principal western lead mines, is, however, sound criteria upon 
which to draw conclusions as to the effect on the production of lead of a lar ge decrease 
in the price of silver, since their production is fairly constant and of low cost. 

The five of the principal lead companies whose costs are shown for 1919, 1920' 
and 1922, are far more independent of fluctuations in the price of silver than the 
numerous small ones which sell their ore directly to the smelters. It is a matter of 
common knowledge, and smelter experience that production, from those mines which 
sell their ore and concentrates to custom smelters, varies greatly with fluctuations in 
the price of lead and silver, and it. is certain that most of such production was not 
and could not be made at decreased prices of lead and silver which did not and would 
not materially affect production from the five mines whose costs are shown. 

. For the years 1919 to 1922 inclusive 1 the average cost of lead for the five mines- 
considered was 8 '23 cents per lb., the silver credit 4 *32 cents per lb. of lead, and 
the net cost of lead was about 3*9 cents per lb. These averages include mines ’with 
relatively large silver production and mines with relatively small silver production, 
and may be taken as representative figures for the minimum average cost of production 
of lead in the Western States. It is a notable fact that, for the" three years under - 
consideration, the value of silver produced with the lead by these" mines was - 
170 per cent, of the total net income from the operation. 

Unquestionably there have been changes in the post of production since 1922, but 
in general they have largely increased instead of decreased. The higher prices for- 
lead in 1923 and 1924 enabled the large low cost, mines (mainly the Idaho groun) to 
increase their production by mining lower grade ores, thus increasing their average - 
cost of production. The higher prices permitted the mines of the Utah and similar • 
groups to increase their production by about 75 per cent, in 1923 and Dractioallv 
100 per cent, in 1924. J 

In this connection it must be borne in. mind, that extensive selective mining , is - 
possible m the, larger .mines of this, group, and their present production is readilv 
divisible into, two' classes : (1) the low cost, half of the present production which was - 
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•possible under the fairly low ' lead prices ; of 1922 ; and (2) the high cost, half of the 
present production which is possible only under the present high prices for lead and 
very large credit for silver. 

In 1924 the silver produced by the Utah group was below the average for the past 
seven years and yet was from' 120 to 300 ozs. of silver’ per ton of lead. The silver 
■credit varied for the different companies from 4 cents to 7 cents per lb., and averaged 
•5 '3 cents' per llj.-, which is twice as great as the difference in the price of lead in 1924 
and 1922 (2*36 cents per lb.). Obviously with such large silver - credit and the 
inability of this group to produce more than one-half of their present production with 
lead at 1922 prices (5 ’ 7 cents per lb.), most of their income, if not all of it, as a 
group, is still derived from the. value of silver. In others, the average credit for 
silver per lb. of lead' in, 1924 for this- group of mines was 5 ‘3 cents per lb., and 
increase in 1924 prices for lead over 1922 was only about 2 "36 .cents. Therefore, -a 
decrease in the price of silver to 35 cents or less per oz. (the price of lead remaining 
•constant at 8 cents), the production of this group would be curtailed about 
• 50 per cent, (the 1922 rate of production), or about 35,000 tons. Similar curtailment 
for the rest of the Western States would be inevitable and would total at least 
.70,000 tons, since the smaller Colorado, Nevada, Arizona, Idaho and Montana mines 
are equally, if not more, dependent upon silver. - . ' - 

Such curtailment of. production would result in a shortage of .lead and an increase 
in the price of lead sufficient to restore this production to the position of marginal 
production, or an increase equal to loss of silver credit, about 3 cents, per lb. of 
lead. 

Mexican mines, which supply the principal part of the imports of lead into the 
United States, are even more dependent upon silver for the successful operation, even 
•at the present high price of lead, than are the most of western domestic mines. 
Representative Mexican mines indicate that the minimum silver recovery per ton of 
pig lead produced varies from 150 to 200 ozs. per ton of lead,- indicating a minimum, 
•credit for silver per pound of lead of 'from 5 cents to 6‘6 cents per lb. 

This lead could not be produced and imported into the United States without ap. 
even, greater increase in the price of lead than that necessary to permit of the western 
domestic mines to operate. The inability of this class of Mexican mines. to operate 
without a credit for silver of 3 cents to 5 cents per lb. of lead would inevitably 
result in a still greater shortage of lead and a rise of price to such a level that even 
•■these marginal mines could supply the additional quantity of lead necessary to meet 
the demand. ... 

An increase of. about 3 cents per lb. would make lead about. II .cents per lb., 
.a price which has been nearly equalled several times in the last two years, when the 
silver lead producers had normal credit for their silver. It is consequently believed 
that the subsequent decrease m price of lead was not due to the competition of 
substitutes, but due to increased production and satisfied demand. 

Therefore, it is entirely reasonable to believe that a decrease in the price of silver 
to about 35 cents per oz. would result in an increased price of lead of at least 3 cents 
per lb., thus adding an additional cost of $45,000,000 per year to the present cost 
of lead to the consumers at the present rate of consumption. 

Furthermore, such an increase in price of lead would greatly stimulate production 
from the non-silver-bearing domestic lead mines and the low cost foreign mines, such 
as the Sullivan .mine in British Columbia. If these mines are able to produce an 
additional 70,000 to 150,000 tons of lead (the minimum sum of . the domestic and 
Mexican production greatly affected by a decrease in tire price of silver) the^ American 
.and Mexican production, which would be marginal with a decrease to 35 per cent, 
per oz. of 1 silver aud increase of 3 cents per lb. of lead, would be permanently 
marginal without decreasing the price of lead and the mines could not be operated 
At a profit. 

2ina mines. . > . 

The zinc mines of the Western States, with the exception .of three or four, are 
small, more or less intermittent producers of copper, lead, zinc, gold, and silver, 
and were more or less marginal under any conditions until the recent successful 
development of selective flotation. 

■During the period 1919-22 inclusive, three of . the principal western zinc mines 
made an average production per year of about 113,000 tons of zine at a cost of 
approximately 6* cents' per lb. with ‘an average 1 credit for silver of' about 2 ’09 cents 
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per lb., making a net cost of zinc slightly less than 4 cents per lb.. The- 
credit for silver represented more than 100 per cent, of the net income from the 
operation. 

The increased selling price of zinc has resulted in an increased cost for many of 
the small producers as well as some of the larger ones, on account of the treatment of 
lower grade ores, but the proportion which the value of silver has borne to the net 
operating income has remained nearly constant, thus contributing the principal part 
of the profit derived from this operation. 

Most of these mines under the present conditions can operate for 10 to 20 years, 
whereas those mines in the Central States probably cannot maintain their present rate 
of production for more than five or six years without most unexpected discoveries of 
new zinc fields in the Central States. Very active development and prospecting in 
zinc regions of the Central States in the last few years has not resulted in the 
discovery of any new fields or in greatly extending the present ones. Therefore, for 
some years at least, such zinc mines as most of those of the Western States, will be 
marginal mines and consequently will largely determine the price of zinc. This- 
determination of price is a function of the price of silver, and in the main, any loss due 
to a decrease in the price of silver must be compensated for by a corresponding 
increase in the price of zinc. 

However, it is not believed that a decrease in the price of silver to 35 cents or 
less would result in an increase in the price of zinc of more than a cent or a cent and 
a half per lb., but this increase would be essential to those western mines, and 
it is essential that they continue to operate since they are the only mines on this 
continent with long assured lives, that is, with very large-developed and potential ore- 
reserves. 

Complex lead-zinc ores. 

The failure of five years of more or less active prospecting to reveal any large new 
lead or zinc districts and the increasing demand for lead and zinc has concentrated 
•attention more or less successfully on selective flotation and electro-thermic production 
'of complex lead-zinc ores, which, together with the high price of lead and zinc and 
the large credit for silver, has made available millions of tons of complex lead- 
-zinc ore. So far as can be determined at the present time, the increasing demand for- 
lead and zinc must be satisfied largely, if not mostly, from such complex ores. In Utah, 
several years’ experience with selective flotation of complex lead-zinc ores indicates 
that the average credit for silver is about $6 per ton of ore treated. This is 
understood from confidential sources to represent at least 80 per cent, of the profit to- 
the miner of such complex lead-zinc ores. Obviously, a material decrease in the price 
of silver would make the treatment of most of such complex lead-zinc ores impossible- 
without a corresponding increase in the price of lead and zinc. 


Custom smelting and refining companies. 

The principal profit derived from the custom smelters and refiners of lead in the- 
United States is from the price margins on metals the recovery of more metal, 
particularly silver, than is, paid. That is, the principal profit is derived, not from 
treatment charges, but from buying the lead and the silver in the ore or concentrates 
at the market price, recovering more inetal than was paid for, and selling them (the 
metals) at a higher price than the purchase price. Since the- credit of silver -in 
customs ore varies from 2 cents to 25 cents or 30 cents per lb. of lead produced, a. 
material decrease in the price of silver would make siich custom operation impossible 
without a great increase in the price of lead. Losses which the customs smelters and 
refiners would sustain from a decrease in the price of silver would ultimately, of 
course, be transmitted to the miner, but the result would be the same in any case— 
a large increase in the price of lead. If the price of silver continuouslv decreased, it . 
would be nearly impossible for the smelters to pay the miners for their* silver without 
sustaining serious losses, since, under the present system, the miner is paid for his. 
pre concentrates on the basis of the quotations of metals in New York as of the day 
on which the ore or concentrate arrives at the smelter, and the smelters would be- 
forced to sell the silver at a future unknown but lower price. The loss due to such 
decline would. have tp be sustained by the . smelter, or an. entirely new system of 
settlement developed. In, any case, the situation would be c ha otic for some time. 
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Silver mines . 

No effort has been made to show the costs of silver from the straight silver mines, 
since, on. account of the varying conditions of the silver market for the past seven 
years, it is impossible to illustrate average conditions. 

CJntil the expiration of the Pittman Act, costs per ton of ore were sacrificed in 
order to make a large production, and since that time highly selective m ini n g has been 
extensively practised in order to effect the decreasing value of silver. Consequently, 
the costs records alone are insufficient data upon which to base an opinion. 

It is certain, however, that even at trie present price of silver, but few silver mines 
are making much profit, and it is even more certain with silver at 33 cents per oz. 
or less, that in a very few years (four or five at the most) the silver production from 
this group of mines would be nearly negligible. 


SUMMARY. 


Copper. 

The decrease to 35 cents or less per oz. of silver would in all probability result 
in an increase in the price of copper of about 2 cents per lb., a loss of some 
$600 mill ion invested in the copper-silver mines of the west, replacing of their 
production by foreign production, and the loss of 5 to 10 thousand million lbs. of 
metal contained in the ore reserves of these mines which could not be successfully 
operated under such conditions. 

Lead mines. 

The result of such a decrease in the price of silver so far as lead is concerned 
would in all probability be primarily and principally that of increasing the price of 
lead about 3 cents per lb. and making the silver-lead mines of the west marginal 
producers, thus rendering it impossible for them to earn interest on the investment 
or to recover the outstanding investment. 


Zinc mines. 

The decrease in the price of silver to about 35 cents per oz. or less would 
probably be reflected merely in an increase in the price of zinc of a cent or a cent 
and a half per lb., the loss of part of the zinc reserves of the west and the more 
rapid exhaustion of the comparatively short-lived reserves of the Central States. 


Complex lead-zinc ores . 

Until tlie increase in the price of lead and zinc offset the loss of the value of 
silver, the necessary production from the complex lead-zinc ores would be cut off and 
their general availability be postponed and increased in cost. 


S 
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TABLE 1. 

nil Ha Production of Silver in the United States and the number of Fine .Ounces and Percentages 
of Production derived from the Principal Classes of Ores.* 

1914 — 24 Calendar Years. 


{In thousands of fine ounces .) 


Tear. 

Total 

pro- 

duction. 

Placers. 

Dry and 
silicious ores. 

Copper. 

Lead. 

Zinc. 

Copper-lead, 
and copper- 
lead-zine 
ores. 

Lead-zinc ores. 

1914 

69,623 

Ozs. 

152 

% Of 
total. 
0*22 

Ozs 

27,812 

% of 
total. 
39*95 

Ozs. 

14,830 

% of 
total. 
21*30 

Ozs. 

19,302 

% of 
total. 
27*72 

Ozs. 

145 

% of 
total. 

0 *2J 

'Ozs. 

249 

% of 
total. 
0*36 

Ozs. 

7,133 

% of 
total. 
10*24 

1915 

72,354 

155 

0*21 

25,710 

35*53 

18,781 

25*96 

19,829 

27*40 

1,136 

1*57 

234 

0*33 

6,509 

9*00 

1916 

78,858 

126 

0*16 

21,594 

31*18 

24,541 

31*12 

19,217 

24*37 

1,274 

1*61 

533 

0-68 

8,572 

10*88 

1917 

70,662 

119 

0*17 

21,490 

30*41 

10,314 

28*75 

19,096 

27*02 

550 

0*78 

448 

0*64 

8,645 

12-23 

1918 

68,059 

90 

0*13 

21,565 

31*68 

20,463 

30*07 

18,291 

26*89 

136 

0*20 

225 

0*33 

7,290 

10*70 

1919 

51,900 

56,537 

78 

0-15 

19,044 

36*69 

12,881 

24*82 

14,351 

27*65 

39 

0*08 

232 

0*45 

5,274 

10*16 

1920 

73 

0*13 

20,478 

86*22 

12,151 

21*49 

17,070 

30*19 

1,258 

2*23 

670 

1*18 

4,837 

8*56 

1921 

46,333 

81 

0*18 

24,117 

52*05 

4,783 

10*32 

14,913 

32*19 

6 

0*01 

449 

0*97 

1,983 

4*28 

1922 

61,208 

61 

0*10 

28,632 

46*78 

10,376 

16*95 

16,757 

27*38 

1,677 

2*74 

670 

1*09 

3,036 

4*96 

1923 

70,356 

58 

0*08 

27,637 

39*28 

14,684 

1 16,335 

20*87 

20,140 

28*63 

2,171 

3*08 

1,348 

1*92 

4,318 

6*14 

1924.... 

64,071 

51 

0*08 

20,388 

81*82 

25*50 

18,859 

29*43 

24 

0*04 

1,194 

1*86 

7,218 

11*27 

Ave r a ge,\ 
1914-24 J 

64,542 

95 

0*15 

23,770 

36*83 

j 15,467 

23*96 

17,984 

27*86 

765 

1*19 

568 

0*88 

5,892 

9*13 


* As reported lay the U.S. Geological Survey — 1925 figures are not yet available. 


TABLE 2. 

World’s Production of Copper. 


(In short tons — 2,000 lb.) 


1 

1919. 

1920. 

1921. 

1922. 

1923. 

1924. 

North America : 

United States 

Mexico 

Canada ••• ... ... ... 

Cuba 

Total North America ... 

South America : 

Bolivia 

Chile 

Peru 

Venezuela 

Total South America ... 

Europe : 

Austria-Hungary 

France 

Germany 

Jugoslavia 

Norway 

Russia 

Spain and Portugal 

Sweden 

Total Europe 

Asia : 

Japan ... 

Other Asia 

Total Asia 

Australasia 

Africa ... ... ... ... 

Other countries 

Grand totals 

604,642* 

66,661 

39,789 

10,991 

i 

635,248* 

49,866 

39,121 

7,491 

236,006 

13,576 

22,632 

8,600 

j 

493,853 

29,842 

25.300 

11,788 

738,762 

60,538 

40,230 

11,963 

793,377 

49,150- 

51,00,8 

12,742 

722,083 

731,726 i 

283,228 

578,900 

866,731 

931,900- 

7,714 

87.721 

43,243 

700 

10,910 

109,075 

36,356 

10,674 

65,299 

36,689 

800 

10,154 

142,830 

40,133 

1,075 

11,744 

201,042 

48,684 

1,175 

8,200- 
209,855’ 
38,495- 
. 1,230 

139,378 

156.341 

113,462 

194,192 

262,645 

257,780- 

713 

962 

17,384 

1,332 

482 

38,581 

4,442 

1,747 

1,718 

19.015 

2,684 

613 

25,353 

1,793 

4,600 

2,395 

20,944 

4.376 

6,311 

36,596 

1,465 

5,050 

3,199 

18,739 

5,756 

10,598 

2,205 

40,234 

67 

5,327 

9,031 

18,739 

7,536 

8,816 

2,205 

57,115 

5,180 

4,465- 

5,511 

21,495 

8,978 

10,913 

3,600- 

60,713 

3,086- 

63,896 

52,923 

76,687 

85,848' 

113,949 

118,761 

86,468 

1,098 

74,727 

593 

59,626 

1,280 

59,663 

1,163 

70,3ie 

810 

69,378- 

1,378 

87,566 

75,320 

60,906 

60,825 

71,126~ 

70,756- 

18,118 

29.327 

20,869 

13,754 

19,995 

15,711 

34,548 

33,708 

42,501 

58,219 

80,410 

114,700- 

4,409 

3,307 

3,307 

3^307 

3,307 

4,409 

1,069, 998 

1,082,652 

600,960 

995,045 

1,418,163 

1,514,017 


* In the case of UJS., figures for 1919 and 1920 are based on blister copper, while figures for 1921, 1922, 1923, and 1924 - 
are actual production by mines. ’ 
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TABLE 4.— Copper Companies. 


Silver at 50 cents an oz. 


Silver at 33 £ cents an oz. 


Silver at 10 cents an 


oz. 



Silver 

lucouie. 

Decrease 
m net 
Income 

Net 

income 

Oopper 

credit. 

Net 
cost of 
copper. 

Silver 

income 

Detn e^se 
m net 
income 

Met 

income. 

Copper 

credit. 

Met 

of 

copier. 

Silvei 

income. 

Decrease 
in net 
income 

Net 

income 

Copper 
ei edit. 

Net 

ClVst of 

copper. 


$*000 

$’000 

$’000 

1 

Cts. , 

Cts. 

$’000 

$’000 

$’000 

Cts. 

Cts. 

$’000 

$’000 

$’000 

1 

Cts. 

Cts. 

1923 

575 

170 , 

94* 

1-37 

14-92 

383 

362 

286* 

•91 

15*38 

135 

G30 

554* 

*27 

16*02 

413 

264 ' 

812 

•97 i 12*79 

275 

402 

674 

•65 

13-11 

83 

594 

482 

*20 

13-56 


94 

59 | 

515 

*35 . 

12*78 

62 

91 

483 

*23 

12*90 

ID 

132 

442 

*07 

13-06 


1,017 

591 | 

669 

*68 ! 

14*25 

678 

930 

330 

•45 

14*48 

203 

1,405 

145* 

*14 

14-79 


4,159 

2,662 

1,033 

2-07 | 

14*19 

2,773 

4,048 

353* 

1-38 

14-88 

832 

5,989 

2,294* 

*41 

15*85 


140 

90 

10* 

2*11 

14'86 

93 

137 

57* 

■68 

16-31 

28 

202 

122 

*42 

16*55 


255 

163 

205* 

1*86 

17*20 

170 

247 

289* 

1-27 

16-79 

51 

367 

409* 

•27 

17*79 


93 

59 

197 

•64 i 

13-34 

62 

90 

166 

*43 

13-55 

19 

333 

123 

*13 

13*85 


1,063 

680 

4,409 

1-09 | 

10-19 

708 

1,035 

4,054 

•72 

10*36 

213 

3,530 

3,559 

, *22 

11*06 


270 

173 

211* 

2-12 j 

16-37 

180 

263 

301* 

1*42 

17-07 

54 

389 

427* 

*32 

18-17 

Total ... 

8,077 

4,913 

7,113 

1-33 

13*53 

5,384 

7,606 

4,420 

•89 

13*97 

1,615 

13,371 

655 

■9 

14*59 

1924 

250 

85 

37* 

•84 

13*23 

167 

168 

120* 

•56 

13-53 

50 

285 

237* 

*17 

13-90 


407 

137 

555 

*97 

11-95 

271 

273 

419 

*65 

12-27 

81 

463 

229 

*19 

12-73 


89 

30 

80 

•35 

12-98 

50 

60 

50 ! 

*23 

13*10 

18 

101 

~ 9 

*07 

13*26 


773 

259 

1,066 

•57 

12-48 

515 

517 

808 

*38 

12-67 

155 

877 

448 

*12 

12*93 


4,173 

1,400 

4,104 

1*75 

11-13 

2,782 

2,791 

2,713 

1*17 

11-71 

835 

4,738 

766 

*35 

12 53 


298 

99 

109 

2-16 

12-23 

198 

199 

9 

1-44 

12*95 

60 

337 

129* 

*43 

13-96 


152 

51 

211* 

2*13 

16-08 

101 

102 

262* 

1-41 

16-80 

30 

173 

333 

*42 

17 79 


84 

28 

2* 

•65 

13-04 

56 

56 

30* 

• 44 

13-25 

17 

95 

69* 

•13 

13*56 


916 

307 

1,829 

*94 

11*13 

610 

613 

1,523 

*62 

11-45 

183 

1,040 

1,096 

•19 

11-88 

Total ... 

7,140 

2,398 

7,491 

1-21 

11-77 

4,760 

I m 



Bgg 

1.428 

8,110 

1,779 

*24 

12 74 

All vears (1919, 
20, 22, 23 & 24). 

34,526 

24,865 

30,711 

1*31 

13-84 

22,837 

36,554 



B 

6,851 

52,540 

3,036 

*26 

14 "89 

1923 & 1924 ... 

' 15,217 

1 7,311 

14,604 

1*27 

12*66 

mm 

m 

1 9,531 

•85 

13-09 

j 3,043 

| 19,485 

2,430 

•25 

13 68 


* Indicates a Joss. 


TABLE 5. — Copper Mines. Copper at 14 cents an oz. 



Actual. | 

Silver at 60 cents an oz. | 

Silver at 33] cents an oz. | 

Silver at 10 cents an oz. 

Tear. 

Average 
cost of 

Avei age 
silver 

Average 
net cost of 

Average 

production. 

Average 

silver 

1 Average | 
net cost. 


Total 

theoretical 

Average 

silver 

Average 
net cost. 

Total 

theoretical 

Aveiage 

silver 

Average 
net cost. 

Total 

tlieoieticd.1 


copper. 

credit. 

copper. 

credit. 

production, j 

credit. ] 

production. 

credit 

production. 


Cts. 

Cts. 

Cts. 


1,000 lbs. 

Cts. 

Cts. 


1,000 lbs. 

Cts. 

Cts. 


1,000 lbs. 

i 

Cts. ! 

Cts. 

1,000 lbs. 

1923 

15*18 

1*45 

13*73 

''i 

1*11 

14-07* 

1 

1 Copper 

*74 

14*44* 


Copper 

*22 

14*96* 

"'j 

Copper 

and 

13*34 

1*45 

11-89 



*97 

12-37 


385,000. 

*65 

12*69 


165,000. 

*20 ! 

13-14* 


100,000. 

1924. 

13-23 

*52 

12*71 


Copper 

600,000. 

► Silver 

*35 

12*88 

1 

Silver 

*23 

13*00 


Silver 

*07 

1 13-16* 


Silver 


13*99 

*95 

13*04 


*63 

13-36* 


ozs. 

*44 

13*55* 


ozs. 

*13 

, 13*86* 


ozs. 


14*57 

2*87 

11*70 


1*91 

12-66 


11,312. 

1*28 

13*29* 


2,980. 

*38 

| 14*19* 


1,978. 


15-68 

3*18 

12*50 


2*14 

13-50* 


Per cent. 

1*40 

14*23* 

i 

’ Per cent. 

*43 

15*25* 


*Per cent. 


18*14 

2*95 

15*19 


15,217. 

2*00 

16-14* 


decline. 

1*34 

16*80* 


decline. 

*35 

17*79* 


decline. 


13*84 

*96 

12*88 


*65 

13*19* 


Copper 

*44 

13*40* 


Copper 

*13 

17*71* 


Copper 


11*16 

1*52 

10*64 



1*02 

10-14 


36. 

*67 

10*49 

i 

72. 

*21 

10*95 


84. 


18*49 

1*75 

16*74 

- 


1*53 

17-43* 

| J Silver 26. 

1*02 

16*41* 

L 

Silver 80. 

*32 

18*17* 

J 

Silver 87. 


* Too high cost for profitable operation with copper at 14 cents per lb. (Margin between sales price and cost necessary for such 
operation assumed to be at least 1 cent per lb.) 


TABLE 6.— Smelter Production of Lead from Domestic Ore. 


All mines in this gronp are producers of silver-lead ore. 


— 

1919. 

1920. 

1921. 

1922. 


1924. 

Per cent, 
increase, 
1923 over 
1919. 

Per cent, 
increase, 
1924 over 
1919. 

Western States. 

Alaska 

Arizona 

California 

Colorado 

Idaho 

Montana 

Nevada 

New Mexico 

Texas 

Utah 

Washington 

Total 

Eastern States. 

Illinois 

Kansas 

Kentucky 

Missouri 

Oklahoma 

Tennesse 

Wisconsin 

Total 

Grand Total ... 

645 

5,407 

2,004 

18,867 

89,091 

17,513 

5,958 

1,418 

8 

65,102 
1,090 • 

591 

5,987 

2,260 

17,752 

117,191 

13,231 

8,650 

1,123 

1 

64,006 

2,460 

773 

3,313 

614 

12,104 

99,707 

11,565 

3,553 

384 

1 

51,872 

325 

324 

7,218 

3,018 

11,108 

91.487 

14,551 

4,264 

1,230 

5 

63,130 

478 

400 

8,828 

5,168 

23,885 

127,797 

18,345 

8,044 

1,638 

40 

104,678 

2,008 

582 

9,372 

2,305 

25,491 

123,709 

21,226 

8,070 

2,263 

27 

119,318 

2,057 

—38*0 
+ 63*3 
+157*9 
f26*6 
+43*4 
+4*8 
+35*0 
+15*5 
+ 500-0 
+60*8 
+ 84*2 

-9*8 
+ 73*3 
+ 15*0 
+ 35*1 
+38*9 
+21*2 
+35*4 
+ 59*6 
+ 338*0 
+83*2 
+88*7 

207,103 

233,252 

184,211 

196,813 

300,831 

314,420 

+45 * 3 

+51*8 

977 

7,951 

83 

150,341 

49,984 

2,371 

3,975 

948 

8,421 

114 

171,999 

68,494 

2,705 

3,841 

271 

10.939 

41 

151,028 

46,902 

1,079 

750 
10,900 

73 

202,245 

67,436 

751 
1,323 

1,286 

20,207 

66 

169,323 

59,602 

1,020 

601 

1,089 

12,895 

201 

191,501 

56,017 

985 

1,973 

+ 31*6 
+154*1 
-20*5 
+ 12*6 
+ 19*2 
-57*0 
-84*9 

+ 11*4 
+62-2 
+ 142*2 
+27*4 
+ 12*1 
—58*5 
-50-4 

215,682 

256,522 

210,260 

283,478 

252,105 

264,661 

+ 16*9 

+22*7 

422,785 

1 489,777 1 394,471 

480,291 

552,936 

579,081 

+30*8 

+87-0 






















Production of Lead and Silver from principal Western Lead-Silver Mines. 




































TABLE 8. 
Lead Companies. 
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TABLE 9. 


Zinc Companies. 





Income from metals. 

Total 
operating 
expense, 
including 
deprecia- 
tion and 
taxes. 

Net 

Cost 

Silver 
credit 
per 
pound 
of zinc. 

Net 

Propor- 

tionate 

Year. 

Zinc. 

Silver. 

Zinc. 

Silver. 

All 

metals. 

operating 

income. 

per 
pound 
of zinc. 

cost per 
pound 
of zinc. 

value of 
silver to 
net 

income. 


10U0 lbs. 

1000 ozs. 

$'OU0 

$’0OU 

$’000 

$’0(J0 

$’000 

Ots. 

Cts. 

Cts. 


r 








8-646 

1-478 

7-168 

_ 

1 








4-416 

1-135 

3-281 

]40 

1919 ... 








8-10 

5-33 

2-77 

135 

l 

204,950 

5,096 

9,691 

4,509 

14,870 

12,667 

4,403 

6-18 

2-20 

3-98 

102 

r 






9-504 

1-821 

7-683 

— 









4-827 

0-94 

3-887 

341 

1920 ... < 








6-59 

2-37 

4-22 

63 


243,022 

4,966 

1 5,1S3 

4,208 

20,022 

16,055 

3,967 

6-606 

2-732 

■4-874 

106 

* 

10-719 

4-,774 

5-945 

424 









3-339 

0-724 

2-615 

634 

1922 ... - 








4-77 

2-84 

1-93 

78 

l 

1919, -) 

. 231,276 

6,392 

10,505 

5,444 

15,939 

11,830 

4,628 

5-115 

1-176 

3-939 

118 

679,248 

16,454 

35,379 

14,161 

50,831 

40,552 

12,998 

5-970 

2-085 

3-885 

109 

1920, and > 

1922 ) 


TABLE 10. 

Probable Production of the World made unprofitable by successive Decreases 

in the Price of Silver. 

Lead. 

Price of silver. Short tons. Per cent, of world production. 


50 

33i 

10 


Price of silver. 


50 


10 


97,000 

160,000 

383,000 

World’s production 1924 = 1,457,000 tons. 


6-7 

10-8 

262 


Copper. 

Short tons. 


100,000 in U.S.' No estimate 
made for foreign 
production. 

400,000 
400,000 

World’s production 1924 — 1,500,000 tons. 


Per cent, of world production. 

6 * 7 from U.S. No 
estimate for foreign 
production. 

27 

27 


TABLE 11. 

Probable Percentage of Silver Production of the World made unprofitable by 
successive Decreases in the Price of Silver. 


Price of silver, 

Dry and siliceous 

Copper-silver 

Lead-silver 

Total. 

cts. per oz. 

ores. 

ores. 

ores. 

Ho 

16 

~26 

~28 

20 

33£ 

80 

80 

36 

58 

10 

100 

87 

75 

79 

Probable Silver Production in the World made unprofitable by 

succes 


Decreases in the Price of Silver. 

Millions of Ozs. Fine. 


Price of silver, 

Dry and siliceous 

•r 

Copper-silver 

Lead-silver 

Total. 

cts. per oz. 

ores. 

ores. 

ores. 

50 

15 

13 

u 

47 

33£ 

75 

40 

25 

140 

10 

94 

44 

52 

190 


Total world’s production 
Total silver accounted for 


- 240 

- 220 
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APPENDIX 89. 

Letter from Sir James Wilson, K.C.S.I., to the Secretary to the Royal. 

Commission on Indian Currency and Finance, dated Annieslea,. 

Crieff, Perthshire, the 8th September 1925. 

I have the honour to submit, for the information of the Royal Commission, copies 
of (1) a paper on “Indian Currency and Exchange,” which I read in February 1923 
to the Economic Society of Edinburgh, and (2) an article on “ Indian Currency 
Policy,” which I am sending to the Asiatic Review, in the hope that the calculations 
I have made may be found useful. 

Paper on “ Indian Currency and Exchange,” by Sir Janies Wilson, 3LC.S.I., 

dated 31st January 1923. 

It is with some diffidence that I venture to address this Society on such a 
complicated question as that of “ Indian Currency and Exchange.” I cannot claim 
to be a financial or a banking expert, and it is only as a humble student of economics 
that I approach this subject, which is of immense importance to the prosperity and 
welfare of the milli ons of India. It appears to me that the safest basis for the study 
of such a subject is to get hold and to keep hold of statistical facts, so as not to lose 
oneself in the clouds of theory, and I must ask you to bear with me while I put 
certain figures and calculations before you. 

The Paper Pound Sterling. 

In this country we are accustomed to see rates of exchange quoted in sterling. 
For nearly a century before the outbreak of war in 1914, a quotation in sterling meant 
a quotation in sovereigns or fractions of a sovereign, because all legal tender bank 
notes were freely convertible into sovereigns, which could be exported without 
restriction. The sovereign contains 113 grains of fine gold, while the United States 
gold dollar contains 23 '22 grains; so that a sovereign exchanges for 4 '87 gold 
dollars, and up till 1914 the rate of exchange between London and New York could 
not vary from this par rate by more than a small fraction above or below the cost of 
transporting gold from one country to the other, whatever the balance of trade might 
be. And as a matter of fact for many years up to that date the lowest point in the 
rate of exchange between London and New York was 4 '77 dollars to the pound — a 
difference from par of a little over 2 per cent. 

Immediately after the outbreak of war Parliament passed an Act authorising the 
issue of one pound Currency Notes and making them legal tender to the same value 
as a sovereign. The export of sovereigns from this country was at the same time 
forbidden, except under special permission from the Government. The effect of these 
provisions, which are still in force, was to make the Currency Note practically 
inconvertible into gold for the purpose of international exchange ; and as a natural 
consequence the value of this practically inconvertible paper currency varied mai nly 
according to (1) the relation between the demand for and supply of the notes, and (2) 
the ideas of financiers (including bankers, merchants and investors all the world over) 
as to the prospects of an increase or decrease in the note issue, and of the Currency 
Notes again becoming freely convertible into a sovereign. A credit in sterling 
therefore no longer meant a command over so many sovereigns, but only a command 
over so many currency notes ; and the value of sterling in international exchange 
became subject to violent fluctuations. The best measure of those fluctuations is the 
rate of exchange with New York, because the United States have managed all through 
to keep their notes convertible ; so that a credit in dollars has all through meant a 
command over so many gold dollars. Another measure of the value in gold of the 
British paper pound has been available since 1919, when the Government granted 
permission for the sale of South African gold bullion in London, with freedom to- 
■ export. The two bases for an estimate of the value of the British paper pound in 
gold necessarily correspond closely day by day. 

I append two statements, (1) giving the actual quotations on certain dates of 
prices and rates of exchange bearing on this subject, and (2) the corresponding values 
iu grains of fine gold or of fine silver calculated on those quotations. All through 
the real basis of international exchange has been, and continues to be, gold ; so that 
the common measure to which attention should be specially directed is the value of 
the different currencies in grains of fine gold. I take as one of my dates 31st 
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January 1920, because it was immediately after that date, namely, on 2nd February 
1920, that the Secretary of State for India made his momentous announcement that he 
would aim at giving the rupee a fixed value in exchange of one rupee for 11 3 grains 
of fine gold — that is, one-tenth of the gold content of the sovereign. As the latest 
of my dates I have given the quotations for 31st January 1923, exactly three years 
after, and by way of comparison, to show the changes which have taken place during 
the last 12 months, I give the quotations for the corresponding date in 1922. ° 

On 31st January 1920, the value of the British paper pound sterling, as shown 
both by the rate of exchange with New York and by the results of the sales of gold 
in London, with freedom to export, was at about its lowest, being then equivalent 
to 82 grains of fine gold — that is 72 per cent, of the 113 grains contained in a 
sovereign — in other words, it was worth only 14s. 5 d. measured in gold. The British 
Government had, on the Report, of the Ounliffe Committee, declared its intention to 
restore the free market in gold in London, which would necessarily lead to the 
restoration of the paper pound to the value of a sovereign, and had taken practical 
steps to make a gradual reduction in the quantity of paper currency outstanding, 
which again would necessarily tend to an improvement in the gold value of the paper 
currency unit. As a result of that policy, by 31st January 1922 the value of the 
paper pound had risen to 99 ’5 grains of fine gold, equivalent to 88 ’1 per cent, of 
the gold in a sovereign, and during the last 12 months there has been a further 
improvement, until on 31st January 1923 the price of gold in London gave the 
paper pound the value of 108 '1 grains of fine gold, which is 95 ' 7 per cent, 
of the 113 grains in a sovereign — an improvement of 8*6 per cent, in the last 
12 months. We are now therefore within 5 per cent, of seeing the pound sterling 
valued in London, in New York, and therefore all the world over, as equivalent to a 
sovereign. One of the chief reasons for this marked improvement, which has a 
great effect in reducing the sterling prices of all articles imported from abroad and 
of all articles produced in this country which have to compete with them, has been 
the redaction in the quantity of Currency Notes outstanding. For instance, on 
31st January 1922 the quantity of Currency Notes outstanding was £303 million 
and by the corresponding date this year it had been reduced to £279 million — a 
reduction of nearly 8 per cent. A further reasou is the increase in the ratio of gold 
and bank notes held as a reserve against the currency notes to the total issue from 
15*8 per cent, on 31st January 1922 to 17*3 per cent, on 31st January 1923. The 
chief reason, however, for the improvement is, no doubt, the growth of confidence 
throughput the world in the determination and ability of the British Government 
to restore at an early date the value of the legal tender currency note to that of a 
sovereign. In judging of the true meaning of the quotations during recent years, it 
is necessary to bear in mind the changes in the value of the sterling in which they 
are quoted, and the simplest plan is to reduce all such quoted prices to terms of 
grains of fine gold. 

Indian Currency before the War. 

For nearly a century the principal legal tender in India has been the silver rupee, 
weig hin g 180 grains and containing 165 grains of fine silver. Up to the year 1873 
the world ratio between gold and silver remained in the neighbourhood of 15*5 ozs. 
of silver to 1 oz. of gold, and the quoted price of standard silver in London 
remained in the neighbourhood of the corresponding rate of 60 1 Sd. per oz. 
British standard silver is 925 fine — that is to say, 1,000 ozs. of standard silver 
contain 925 ozs. of fine silver ; so that this London price of standard silver meant a 
price of 65*7 d. per fine oz. At that rate the value in gold of the 165 grains of silver 
contained in a rupee coin was in London 22*6d., and the exchange value of the 
rupee, though it fluctuated slightly from year to year, remained in the neighbourhood 
of that figure — not far short of 2s. to the rupee ; so that it became a general idea 
that the rupee was worth about one-tenth of a pound, which would make it worth. 
11*3 grains of gold. 

About 1873 Germany’s demonetisation of silver and action taken in America 
and other countries led to a sudden increase in the world’s demand for gold and 
diminution in the world’s .demand for • silver. This caused , a rapid fall in the gold 
value of silver, until in 1902 an ounce .of gold would buy 39 ozs. of silver instead of 
15*5, and the price of standard silver in London fell to 24d. per oz., at which rate 
the value in London of 165 grains of silver was only 9d. instead- of 22 * Gdi During 
the first part of this period, while the Indian Mints remained open, and the rupee 
was thus, still linked with silver, the exchange value of the rupee necessarily fell with 
• • • - T 
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the fall in the value of the 165 grains of silver contained in it, until in 1892 the 
rupee was worth only Ibd. instead of the traditional rate of 24 d. In 1893, however, 
the Indian Mints were closed to the free coinage of silver, and for some years 
practically no addition was made to the number of rupee coins in existence, while 
the demand for them increased with the growth of India's prosperity and trade ; so 
•that the value in exchange of the rupee coin was no longer determined by the value 
-of the 165 grains of silver contained in it, but, after falling to 13 d-. in 1894, steadily 
increased until it was stabilised at. 1 6d. per rupee, or Rs. 15 to the sovereign, at 
which rate it remained until after the outbreak of war, although the value of the 
silver contained in it went down to less than 9 d. in 1909. Tho closing of the Mints 
had thus resulted in unlinking the rupee from silver, and the success of the action 
taken to stabilise the rate of exchange at 16cL meant that the ru'pee was now a token 
coin linked with gold at the rate of Rs. 15 to the sovereign, or 7*53 grains of gold to 
the rupee. 

Effect of the War. 

When war broke .out, many Governments took steps to collect as much gold as 
possible, and prohibited or greatly restricted the export of gold. India has always 
been anxious to secure as much as possible of the precious metals, and during the 
four. .year s ending with 31st March 1 914 she absorbed 88. million sovereigns’ worth 
of gold — nearly one-fourth of the world’s production for those four years. The war 
and the action taken by various Governments, including her own, greatly restricted 
the import of gold into India, and during the five years of war conditions her 
absorption of gold was only 30 million sovereigns’ worth, whereas, had war not 
broken out, she would probably have absorbed during those five years something like 
100 million sovereigns’ . worth of gold. Being thus starved, of gold, the people of 
India demanded a- great increase in the import of silver, and ultimately forced the 
Government to import immense quantities of silver and coin it into rupees. The 
Government found itself compelled to take steps to meet this demand, because it had 
greatly increased its issue of paper currency and locked up its currency and gold 
standard reserves to a large extent in securities which, owing to the war, could not 
be realised except at a serious loss ; so that in order to maintain the convertibility of 
its paper currency, it had to issue rupees to meet the demand. In the year ending 
with 31st March 1919 the Government of India imported 236 million ozs. of silver, 
while the world’s new production in that year was less than 200 million ozs. This 
excessive demand of India for silver, together with the demand from other countries, 
.led to a very rapid rise- in the world price of silver measured in gold, and on 
■31st January 1920 the price of silver in New York was 133 cents per fine oz., as 
compared with the average price in 1913 of 61 cents — that is to say, on that date an 
ounce of gold would only command in New York 15 ’5 ozs. of silver, whereas in 
1913 it commanded 34 ozs. On the same date the quoted price of standard silver in 
London was 83 d. per oz., while in 1913 the average price was 28 d. On the same 
day gold sold in London' at 117s. sterling per oz., as compared with the 85s. per oz. 
at which it sold before the issue of the practically inconvertible paper currency ; 
so that in London on that day the ratio between gold and silver was. 15" 7 to 1 — or 
•nearly the same, as in- New York. 

1 In India, during the war and for some time after the Armistice, while the import 
•of gold was severely restricted, and silver was imported in immense quantities, the 
'value of gold measured in silver or in rupees naturally rose very rapidly with little 
•regard to the ratio between them in the world outside. Before the war the price of 
' gold remained practically constant at about Rs. 24 to the tola of 180 grains — that is 
7‘5 grains to the rupee — and the price of the sovereign was Rs. 15. But in 
the beginning of September 1919 gold was selling in Bombay at Rs. 32 per tola 
(5‘ 6 grains to the rupee), which would give the price of the 113 grains of fine gold 
^contained in the sovereign as Rs. 20. In September 1919 the Government of India 
began to sell considerable, quantities of gold in the open market, with the effect of 
bringing -down- the price of gold by 31st January 1920 to aboht Rs. 27 per tola— that 
is, 6 ‘ 7 grains to the rupee ; while on the same date, owing to the great increase . in 
the value of silver as measured, in gold, chiefly caused by India’s excessive demand 
for silver for purposes of coinage, the rupee was quoted in London at 2 Sd. sterling 
(compared to -the pre-war rate of 16 d. per rupee). VVhen allowance is rhade for the 
•lbw gold value of the pound sterling, which , was then equivalent only to 72 per cent, 
of the sovereign, this means that on 31st January 1920 a rupee would, buy in London. 
•9 ‘6 grains of fine- gold, while in India, owing to the restricted supply of gold,’ a 
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rupee would only buy 6' 7 grains; and on that date, while both in London and in 
New York an ounce of gold would buy only about 15 ‘5 ozs. of silver, it would ia 
India buy 23 ‘ 5 ozs. 

Secretary of State's Announcement . 

On 2nd February 1920 — that is, about three years ago — the Secretary of State for 
India surprised the world by announcing that he would aim at giving the rupee a 
fixed value in exchange of Re. 1 for 11 '3 grains of fine gold — that is, one-tenth of 
the gold content of the sovereign ; that the sovereign would be made a legal tender 
in India at the ratio of Rs. 10 (instead of the pre-war ratio of- Rs. 15) to one sovereign ; 
that the import and export of gold would soon be freed from Government control ; 
and that the prohibition on the private import and export of silver would be removed 
in due course. This announcement had an immediate effect in greatly reducing the 
price of gold in India expressed in rupees, and by 19th February 1920 the value of 
the sovereign coin in India had fallen from Rs. 17 to Rs. 15, at which rate it was 
then still legal tender. On 20th June 1920 the Government of India announced 
that the restrictions over imports of gold bullion were removed ; that sovereigns 
would cease for the time to be legal tender ; and that they would submit a Bill 
prescribing the new ratio of one sovereign to Rs. 10, at which the sovereign would 
again become legal tender. (The necessary Act was passed on 15th September 1920.) 
Accordingly, since 12th July 1920 there has been no restriction on the import into 
India of either gold or silver bullion or sovereigns, and India has been able to obtain 
as much as she wants either of gold or of silver. Her excessive demand for silver, 
which was largely due to her being prevented from getting as much gold as she 
wanted, has now ceased ; and as other countries also, such as China and South 
America, had been prevented from obtaining the gold they wanted and were now able 
to satisfy their requirements and thus increase the world’s effective demand for gold, 
while at the same time reducing its effective demand for silver, the consequence of. 
this removal of restrictions was a rapid fall in the value of silver as measured in gold, 
and an equalisation of the ratio between gold and silver all the world over. By 
31st January 1922 that ratio, which in 1913 was about 34 to 1, and on 31st January 
1920 was 15 ’ 5 to 1 both in London and in New York, but 23 * 5 in India, had become 
about 3 L to 1 in all three countries. According to the quotations it is still at about 
that figure — that is to say, at present pretty well all the world over an ounce of gold 
exchanges for about 31 or 32 ozs. of silver, which is not a very different ratio from 
that which prevailed in 191 3, when it was 34 ozs. of silver to 1 oz. of gold. This change 
in the value of silver as measured in gold can perhaps be best understood from the New 
York prices of foreign silver in cents per fine ounce, which were in 1913, 61 cents ;, 
on 31st January 1920, 133 cents ; and on 31st January 1923, 64 ‘8 cents — that is, 
much the same as in 1913. The London prices, which are quoted in pence sterling 
per ounce 925 fine, were : in 1913, 28 d . ; on 31st January 1920, 83d. ; and on 31st. 
January 1923, 31'4<f. — again not much above the 1913 price. 

Changes in the Value of the Rupee. 

In India, when, owing mainly, to her excessive demand for silver, the world price 
of silver measured in gold rose very rapidly, the value in international exchange of 
the rupee coin, which had been much below the value of the 165 grains of fine silver 
contained in it, naturally rose with the rise in the value of silver bullion until on 
31st January 1920 the rupee was quoted in London at 28d. sterling, as compared- 
with the 16cL at which it had long stood up to the outbreak of war — that is to say/ 
the value of the rupee .in pence sterling had nearly doubled, and, as already 
said, it was on that date worth in London 9 * 6 grains of fine gold, as compared with 
the 7*5 grains it was worth up to 1914. But when, owing to the removal of the 
restrictions on the movements of gold and silver bullion throughout the world, the 
effective demand for gold increased and the effective demand for silver decreased, so 
that the value of silver, whether measured in gold or in sterling or in rupees, fell 
greatly, the bullion value of the rupee fell along with it. For some time the value of the 
rupee in international exchange corresponded closely with the value from day to day 
of the 165 grains of silver contained in it ; so that for the time being the rupee was 
again linked with silver, as it had been before the’Indian Mints were closed to coinage- 
in 1893. As the gold value- of silver fell, so did the value of the rupee in international 
exchange, until on 23rd May 1921 the London rate of exchange was only 15 d. to the' 
rupee ; and. as on that date the British paper pound was worth only 81 per cent, of the 
gold in a. sovereign-, this price of the rupee was equivalent to little more than 12 d 4 
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measured in gold— that is to say, it was then worth in London only about 5*6 grains 
•of fine gold, as compared with the 7‘5 grains it was worth before the war, and with 
the 9‘0 grains it was worth in London on 31st January 1920 only 16 months before. 
Since then the value of silver has risen somewhat, as is shown by the rise in the 
New York quotation for foreign silver, which has risen from 59 cents on 23rd May 
1921 to 6L 8 cents on 31st January 1923 ; and there is no doubt this had some effect 
in raising the value in exchange of the rupee ; but the rupee is no longer closely 
linked with silver, as it has not closely followed the price of silver in its downward 
course. On 31st January 1922 the exchange value of the rupee in London was 15*6cZ. 
•sterling, or much the same as it was before the war, as compared with the 28cZ. 
which it had reached on 31st January 1920, before the announcement of the Secretary 
of State’s new policy. On 31st January 1923 it was 16’5cZ. sterling, or little above 
what it was a year before or in 1913. But it is to be remembered that a penny 
•sterling does not now mean the 240th part of the gold in a sovereign, but the 240th 
part of the value of a paper pound, and, as the paper pound is now worth 95 * 7 per cent, 
of the sovereign, this means that on 31st January 1923 the value of the rupee 
measured in gold in London was only 15 ’8cZ., as compared with 16 d. before the war. 
Still this is a substantial improvement on its value a year ago, which, measured in 
gold, was then 13‘7cZ. During the last. 12 months the rupee has risen in gold value 
along with the rise in the gold value of the British paper pound. In other words, on 
■31st January 1923 the rupee was Worth in London 7*4 grains ol fine gold, as compared 
with the 7 '5 grains it was worth before the war, and as compared with the 9 - 6 grains 
it was worth in London on 31st January 1920, and with the 6 ’5 grains it was worth 
•a year ago- Thus the rupee has nearly attained the value in international exchange 
as measured in gold which it possessed before the war, but is still very far short of 
the value of 11 ‘3 grains of fine gold aimed at by the Secretary of State in his 
announcement made three years ago. In 1913 the rupee, which was then a- mere 
token coin representing one-fifteenth of the gold in a sovereign, although it contains 
only 165 grains of fine silver, bought either iu London or in India about 255 grains 
of silver. On 31st January 1920, when there was such an excessive demand for 
silver in India, it bought only about 157 grains, but on 31st January 1923 it 
bought in London 233 grains, in India about 217 grains — that is to say, it bought 
enough fine silver to make 1*31 rupee coins, and to that extent it has become unlinked 
from silver. 


India’s Stock of Gold and Silver. 

From time immemorial India has been a great absorber of the precious metals. 
From 1835 to 1919 India imported net £316 million worth of gold, of which more 
than half was imported since 1900. I reckon that at present the quantity of gold in 
the possession of mankind is about 1,000 million ozs. — enough to make 4,250 million 
sovereigns — and that of this quantity India possesses about 100 million ozs. — about 
one-tenth of the world’s total stock. And as less than 6 million ozs. is in the 
Government Treasury, nearly the whole of this large quantity is held by the people 
in the form of ornaments or hoarded coin or bullion. During the five years before the 
war she was absorbing on the average 5 million ozs. per annum — nearly one-quarter 
of the world’s new production. During the war she was only allowed to absorb an 
average of less than 2 million ozs. per annum ; hut, when the restrictions on the 
movements of gold were relaxed, she at once took advautage of her recovered liberty, 
and during the 12 months ending with March 1920 absorbed 6 million ozs. This, 
apparently, satisfied her demand for the time being, as during the following 12 months 
she absorbed less than 1 million ozs., and, partly no doubt owing to the poor harvests 
in 1920-1, she during the 12 months ending with March 1922 exported net half a 
million ozs. More recently, however, she has again begun to outbid the United States 
for the gold available in the London market, this change being no doubt partly due 
to last year’s good harvest and the prospect of another good harvest next May. 1 
During the calendar year 1922 India imported from this country alone gold to th^ 
value of £12 * 8 million — about 3 million ozs. — besides 46 million ozs. of silver. The, 
total quantity of gold held in India includes nearly 100 million coined sovereigns,' 
which before the war were legal tender at the rate of Its. 15 per sovereign, and were 
coming into circulation, especially in the Punjab. But now that they have been made 
legal tender for only Rs. 10, in accordance with the Secretary of State’s policy, the : 
sovereign is no longer in circulation in India, because no one will tender it for Rs. 10- 
when he can get for it in the Bazaar, over Rs. 16. For the time being, therefore; gold; 
even in the form of sovereigus, is out. of the reckoning as regarde circulation. . • ■ ' 
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India also contains an enormous quantity of silver, much of it in the form of 
•ornaments. From 1835 to 1919 she imported net 2,900 million ozs., more than one* 
third of the world’s production during that period. But, as the Mints have for the 
last 30 years been closed to the coinage of silver, except on Government account, th6 
uncoined silver is not available for purposes of circulation. Practically, therefore, 
the currency available for circulation includes only the coined rupees and the - 
Government’s currency notes. The success attained before the war in keeping the 
•exchange value of the rupee stable at 16 d. gold was due to the closing of the Mints 
and the consequent limitation in the number of papers available for circulation, while 
owing to the increase in India’s trade and prosperity, the demand for rupees rose, 
until the rupee was worth much more than the value of the silver contained in it. It 
•could not rise except by a fraction above 16cZ., because the Government was bound to 
accept a sovereign as the equivalent of Rs. 15 ; so that if at any time the exchange 
•value of the rupee rose above 15<rZ., it would have paid to import sovereigns into' 
India and to pay debts in sovereigns instead of in rupees. Even before the war the 
Government of India, tempted, no doubt, by the great profit it could secure by coining 
•cheap silver into rupees, each of which could be issued as a token coin equal in value 
to one-fifteenth of a sovereign, added greatly to the rupee coinage, and during the 
11 j’ears ending with 1913 no fewer than 1,600 million new rupees were coined.: 
Then when, as already explained, the Government of India, in consequence of' the 
restrictions on the import of gold during the war, found it necessary in order to 
maintain the convertibility of its note issue to obtain immense quantities of silver 
from abroad and coin it into rupees, during the three years ending with 31st March - 
1919 the net coinage amounted to no less than 1,034 million rupee coins, making a 
.gross addition to the silver currency since the beginning of the century of over 
2,600 million rupee coin's. It is unlikely that any large number of these coins have 
been melted and turned into bullion or Ornaments, because the 165 grains of silver 
contained iu the rupee coin could generally be bought in the Bazaar at much less 
cost than Re. L. Making allowance on the one hand for the quantity of rupees iu' 
India in the year 1900 and for the number of rupees melted since, it may be estimated 
that there are at present in existence about 4,000 million rupee coins. A very large 1 
.number of these coins are hoarded by the people, but if ' it became , worth their 
while to spend them, might become available for circulation. When the harvests are 
.good and the people are prosperous they hoard rupees iu large numbers. When the - 
harvests are poor they produce their hoarded rupees and send them into circulation ; ■ 
:so that the quantity of rupees in actual circulation is apt to vary from time to time, 
partly for this reason and also in consequence of changes in the level of prices 
.measured in rupees. 

Currency Note Issue. 

While the Government of India have thus added greatly to the number of rupee 
•coins in existence, they have also greatly increased the quantity of currency notes in 
'Circulation, as will be seen from the following statement : — 


Indian Paper Currency Reserve (Millions of Rupees). • 



31st Mar. 1914. 

SIst Deo. 1921. 

31st Dec. 1922. 

22nd Aug. 1925, 


Note circulation - 

661 

1,725 

1,742 

1,871 

Reserve : — 

Silver coin and bullion in India 

205 

740 

866 

877 

Gold coin and bullion in India 

224 

243 

243 

223 

Gold coin aiid bullion in England - 

92 

— 

— 

— 

Government of India securities 

100 

684 

574 

571 

British Government securities 

40 

58 

59 

200 


661 

| 1,725 

1,742 

1,871 


'The total note circulation has increased from Rs. 661 millions on 31st March 1914 
to Rs. 1,742 millions on 31st December 1922 — that is to say, it has nearly trebled. If 
my estimate of 4,000 million rupee coins as the quantity now in existence in India- 
is correct, this means that the total amount of legal tender money, apart from gold, 
now in India is about 5,700 million rupees — or about Rs. 18 per head of population. 
The addition to the quantity of rupees and notes since 1914 has been approximately — 
.rupee coins 1,034 million, notes to the value of 1,081 million, total Rs. 2,115 



^80 ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE. 

million. It is true that a very large proportion of these rupees ancl notes are either- 
held in . reserve by Government or are hoarded by the people, and I see that 
Mr. Findlay Shirras, in his book on “Indian Finance and Banking,” estimates that on 
3lst March 1919 the active circulation of rupees and notes was Rs. 3,020 millions, 
which gives an average per head of Rs. 11 "4, as compared with 7*5 in 1914. But the- 
whole of the rupees and notes in existence in India could be made available for 
purposes of circulation if the holders were willing to use them for that purpose. My 
point is that at present gold is practically out of circulation in India, and the rupee 
■coin is no longer linked either with gold or with silver, but, so far as international 
exchange is concerned, is merely an inconvertible unit of currency subject to the law 
which regulates all inconvertible currencies — that is to say, liable to change in its. 
value measured in gold according to changes in the relation between the total 
available supply of the currency and the total effective demand for it — and that the 
total available supply of this inconvertible currency has in recent years been 
enormously increased. 

When the people of India have more rupees than they have an immediate use- 
for, whether for purposes of circulation or hoarding, the rupee coins flow back into • 
the Government Treasuries, and, as will be seen from the above statement, the 
quantity of silver coin and bullion held in the Currency Reserve in India has 
increased from Rs. 205 million on 31st March 1914 to no less than Rs. 866 million 
on 31st December 1922 — more than one-fifth of all the rupee coins in existence — the 
increase during the past year being Rs. 126 million, which affords strong evidence- 
that the total amount of rupees and notes is at present much larger than India really 
requires for all purposes. It is unfortunate that the Government of India should 
have felt itself compelled in the three years ending with 31st March 1919 to coin 
oVer 1,000 million new rupees and so add to the total of legal tender money in 
existence. It was compelled to do so in order to maintain the convertibility of its 
immense issue of currency notes, and the mistake apparently was to allow the quantity 
of currency notes in circulation to reach such a high figure. It is usually supposed 
that a bank or a Government makes a profit out of its note issue, and to a certain 
extent this is true, but in the case of India there must have been a serious loss to the- 
Government from its excessive issue of notes. It was compelled, in order to maintain 
the convertibility of the notes, to purchase an immense quantity of silver from outside- 
India (mainly from the United States!, at a time when silver as measured in gold 
was excessively dear. The coinage of over 1,000 million rupee coins in those three- 
years must have cost a large sum apart from the cost of the silver, and now the 
Government of India has to store and guard 866 million rupee coins, besides gold coin 
and bullion to the value of 24 million sovereigns, and to find the interest on the 
574 million rupees’ worth of Government of India securities held in the Currency 
Reserve. Altogether, if a calculation were made, it would probably be found that 
during the last eight years the Government of India’s increased issue of currency 
notes has inyolved it in a serious net loss. 

The Gold Standard Reserve. 

Since the Mints were closed to the free coinage of silver in 1893, the cost of the • 
165 grains of silver contained in the rupee coin has generally been much below 
Re. 1, so that a large profit has accrued to the Government from the coinage of new 
rupees on Government account. This profit has been placed to what is called the - 
Gold Standard Reserve, to which also the interest on the accumulated funds is 
carried. This reserve, which on 31st March 1914 amounted to 25*5 million pounds, 
is now (31st'. December 1922) £40,000,000. sterling, practically all held in short-dated 
British Government securities. The existence of this reserve has no doubt helped 
to give a fepling of confidence, but it has so far had very little effect on the rate of' 
exchange. 

India’s Balance of Trade. 

In estimating India s balance of trade it is necessary to include imports of 
Government stores into India, beeahse India has got to pay for them by exports. 
It is also necessary, to include the large imports of gold and silver, whether on 
Government or private account; because they also have to be paid for by exports from 
India, and because, the gold and silver are imported into India not so much in order- 
to adjust the balance of trade as, to meet the demand of the Indian people for the- 
precious -nietals for the purposes of ornaments and hoarding. /So reckoned^ the average- 
■visible net. exports,, of merchandise from India for the five years ending with 1913-1. 



APPENDIX 89 . 


581 - 


were 48 "4 million pounds,, and the average net import of treasure during those five 
.years was £26,000,000. Puttiug merchandise and treasure together the average net- 
export was 22*4 million pounds. These figures represent the visible exports and 
imports, but India has to pay each year a large sum in addition to the value of the 
visible imports for. the year, representing (1) interest on capital belonging to 
residents in foreign countries which has been invested in India, whether by way of 
loan • to Government or to private companies, or to establish industries in India ; 
(2) payment for services rendered to India by foreigners, whether in the Army or 
the Civil Services, or in private capacities, such as shipping, banking, insurance, 
and . industrial undertakings, in so far as the remuneration for such services is 
payable outside India, or is remitted to other countries by residents of those countries, 
or is payable by way of pension to foreigners who have returned to their own countries. 

. and who take payment of their pensions outside India. All these payments have to 
be made by India in the- form of an excess of visible exports over visible imports. 

■ On the other side would, have to be reckoned any new investments made in India 
during the year. But in ordinary times these invisible imports are much less than 
the invisible exports, and this is the main reason why on the average of the five years 
before the war India’s visible expoi’ts .exceeded India’s visible imports, including 
treasure, by 22*4 million pounds ; and why in ordinary course' it is to be expected that 
India’s visible exports will greatly exceed her visible imports. 


Council Draft. 

A large proportion of the payments which have to be made by India to foreign 
•countries on such accounts, which are not counterbalanced by visible imports during 
the year, are made through the Secretary of State for India in London, through whom 
has to be paid the interest due by the Government of India to British investors who 
have lent money to the Government of India on terms requiring them to be paid 
the interest in London, and through whom have to be paid claims for the services of 
the British Army in India, and pensions and leave allowances payable to officers both 
■of the Army and of the Civil Services who have returned permanently or temporarily 
to this country. These payments, which have to be made by India through the 
Secretary of State in London, amount to a large sum, approximating in ordinary times 
-.to £25,000,000 per annum. In order to obtain funds to make , them the Secretary 
• of State many years ago established a system of selling Council Drafts — that is; 
•orders for the payment in India from the Government Treasury of so many rupees, 
which are sold iu the open' market in London in return for credits in sterling payable 
in London, which are paid to the Secretary of State in London by the purchasers 
■of the Drafts in return for the orders which they require to enable them to obtain 
rupees in India to pay there for exports from- India, or to meet other debts payable 
.in India. On the average of the five years ending with 1913-4 the Council Drafts 
paid in India amounted to 27 '6 million pounds. From the point of view of the 
[balance of trade these Council Drafts are of the nature of invisible exports from 
India which go towards adjusting India’s indebtedness to foreign countries, although 
nothing passes between England and India, except bits of paper, which enable the 
■ Secretary of State to pay India’s debts in London in sterling by an actual payment of 
rupees from the Treasury in India. That is to say, they are transfers of credit. In 
selling Council Drafts the Secretary of State generally fixes the amount he is willing 
to sell and the lowest rate he is willing to take, and accepts up to that amount the 
best offers he can get in the London market. There are other ways in which a 
merchant who has to pay for goods in India can obtain Indian exchange, and if the 
: Secretary of State were to offer Council Drafts at a minimum- rate materially above 
the market rate of the day, he would get no demand for them. On the other hand, 
if the minimum rate that he offers to take is more favourable than the market- rate, 
merchants and others requiring a credit in rupees in India compete for the Drafts- 
.and in this way the Secretary of State is able to obtain a fair rate. He has, however, 
very little power by selling Council Drafts to- force the rate of exchange permanently 
either up or down. That’ depends upon the value in international exchange of the 
British pound sterling, which is at present practically inconvertible, and of the Indian 
rupee coin, which is also at present inconvertible into gold at any fixed rate, and on 
the relation between the demand for credit in India and the supply of it, which 
varies from day to day according to the course of trade. As a matter of fact for 
:some time past the sale of Council Drafts had been stopped and the market and the 
.Secretary of State and the merchants got along without them. Recently the 
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Secretary of State has resumed tlie sale of Council Drafts, and on 2ord January soldi 
75 lakhs of rupees at about 17 d. sterling, or almost exactly lGd. measured in gold. 

In 1920, in the vain endeavour to stem the rapid fall which, as already explained, 
was then taking place in the exchange value of the rupee, the Secretary of State- 
sold in Tndia Reverse Councils (that is, Drafts payable in sterling in London by the 
Secretary of State in return for rupee credits paid to the Government in India), at 
rates much more favourable than merchants were able to obtain in the open market. 
"The loss incurred by the Government of India in this futile attempt to regulate the 
exchange amounted to 28 crores of rupees— over £18,000,000 sterling. 

One beneficial effect of the great rise which took place in the gold value of the 
rupee (owing mainly to India’s urgent demand for silver), combined with the restrictions 
placed upon the export of cereals from India, was that the rise of prices, which caused 
so much hardship and disturbance in this country, was felt much less in India, though 
there too it was considerable. In July 1920, when the Index Number for the cost of 
living in this country (taking the cost in July 1914 at 100) was 255, it was in Bombay 
only L89; in October last the Index Number for cost of living in this country was 
180, while in Bombay it was 162. 

The Babington-Smith Committee of 1919. 

An admirable and authoritative explanation of the Indian Currency System and 
its Developments will be found in a paper written by my old friend, the late Sir 
William Meyer, who was Finance Minister in India during the war, and published in 
the Journal of the Royal Society of Arts for 30th April and 7th May 1920. That 
paper gives a summary of the Report of the Babington-Smith Committee on Indian 
Exchange and Currency, which was submitted to wards, the end of 1919, anil formed 
the basis of the, Secretary of State’s announcement of February 1920. But it is to- 
be remembered that, when Sir William Meyer wrote the paper, the gold price of 
silver, and therefore the exchange value of the rupee, were still very high. Probably 
if that Committee were again to sit and to take into account the fall which has since 
taken place in the gold value of silver and in the exchange value of the rupee, their- 
recommendations would be very different from what they then were. The great 
mistake they made was in supposing that the gold value of silver would continue at 
such a high rate as to support a rate of exchange of the rupee much higher than 
the lGd. which had been the standard for a number of years before the -war. As I. 
have already pointed out, at the date of the Secretary of State’s announcement in 
February 1920 the price of silver per ounce 925 fine was in London 83d. sterling, 
as compared with 28d. in 1913, and was in New York 133 cents per fine ounce; as 
compared with 61 cents in 1913. Both quotations gave the ratio of gold to silver as 
then about 15*5 ozs. of silver equal to 1 oz. of gold, while in 1913 the ratio was 
34 to 1. On that date in 1920 the exchange value of the rupee was 28d. sterling, as- 
compared with 16d. before the war. Now the price of silver has fallen to 31 '4 d. 
sterling per, standard ounce and to 64 ' 8 cents per fine- ounce, both of which quotations 
make the ratio of gold to silver about 32 to 1, as compared with the pre-war ratio- 
of 34 to 1, and the exchange value of the rupee is now not much above 16d. sterling 
— the pre-war rate. If the Babington-Smith Committee had foreseen that the price of' 
silver and the exchange value of the rupee would fall (so rapidly within the next three 
years, it is very improbable that they would have encouraged the Secretary of State to- 
aim at making the rupee worth .24 d. in gold. 

I may be pardoned if I recall that, in a memorandum dated 17th July 1919, 
submitted to the Committee, I pointed out the likelihood of a fall in the demand for 
silver that would’ take place so soon as the restrictions on movements of gold were 
removed, and said that- by 1922 the price of silver (which -was then 53 d. per oz.)- 
might be as low as 30 d. On 15th December last it was quoted in London at 30*4<2., 
so that my warning has proved to have been well-founded. At the same time I 
recommended that the Government of India should announce that it would make it 
its aim to -restore the exchange value of the rupee to 1 Qd . — that is, to one-fifteenth 
of a sovereign, or . 7*53 grains of gold, as the policy most- likely to be successful and 
fairest to all- the interests concerned. The course of events adds, strength to that 
proposal. ; _ ’ 

When the price of silver falls so low that the cost of making a rupee coin is much 
below the value of the coin in exchange either with gold, or with commodities, there is - 
q temptation to the Government to issue new rupee coins in order .to .obtain the. profit 
•on coinage. There is also a temptation to coiners to issue counterfeit rupees of . the • 
same fineness as the standard rupee, and therefore difficult to detect. .At the present 
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price of silver in Calcutta anyone in India can buy the 165 grains of fine silver 
required to make a standard rupee for 12 annas, and if he can succeed iu making 
and issuing a false rupee of the standard fineness he will get 16 annas for it — a 
profit of 33 per cent, on'the cost of the silver, less the costs of alloy, manufacture and 
issue. Before the war there was a similar temptation to issue false coinage, which 
was only counteracted by severe penalties, and it is obvious that the greater the 
difference between the exchange value of the rupee and the value as bullion of the 
silver contained in it, the greater will be the temptation to attempt to counterfeit 
the coinage. 

The future Price of Silver. 

It seems probable that there will soon be a further fall in the value of silver, 
whether measured in gold or in rupees or in commodities. La the United States iu 
1918, mainly in order to meet the needs of the Indian Government, a measure was 
passed called the “ Pittman Act,” authorising the sale by the American Government 
to other Governments of up to 350 million silver dollars from the holdings in her 
Reserves, and of this amount no less than 200 million dollars were allotted to Tnrlia. 
at a price of 10l£ cents per fine ounce. Altogether under the Pittman Act the amount 
of silver sold from the United States Reserves was 208 million ozs., and, in accordance 
with the provisions of that Act, this amount has had to be replaced in the Reserves 
by the purchase of silver mined in the United States at the price of 1 dollar per ounce. 
That is the reason why one sees in the daily quotations two prices given for silver in 
New York. For instance, on 31st J anuary last, while American mined silver was quoted 
at 99-f cents, foreign bullion was quoted at only 61 f cents per fine ounce. It is the 
so-called foreign bullion quotation which gives the world price of silver other than 
the favoured silver mined within the United States. Of the 208 million ozs. to be 
so replaced, 149 million ozs. have been bought, leaving a balance of 59 million ozs., 
which, at the rate at which purchases have recently been made, should be completed 
next autumn. Thereafter, unless new legislation is passed in the United States, the 
whole of the American produce will have to compete with the rest of the world 
production in a free market, and will be added to the world’s available supply of 
silver. At the same time the world’s demand for silver is likely to go on decreasing. 
Our own Government, having reduced the quantity of fine silver in the silver coinage, 
has become a seller of silver. The Indian Government, having an enormous number 
of rupees lying in its Reserve Treasury, is unlikely to resume coinage for years to 
come. On the whole it seems probable that there will be a further fall in the world 
price of silver, and that the price in New York, which is at present about 65 cents 
per fine ounce, will fall below the price of 61 cents per fine ounce, which was 
t ha t of 1913 ; and it is to be remembered that so recently as 1915 the price of silver 
in New York was only 51 cents per fine ounce. Similarly the price of standard silver 
925 fine in London, which is now about 3 Id., seems likely soon to fall below the 28 d. 
which was its price in 1913, and may even fall as low as the 24 d. sterling which was 
its quoted price in 1915. Any fall in the price of silver that may take place will 
increase the temptation to issue counterfeit rupees, and any further rise in the 
exchange value of the rupee coin, whether or not it is accompanied by a fall in the 
present price of silver, will also increase that temptation and make it more and more 
difficult to maintain the exchange value of the rupee. 

Conclusion. 

To sum up, the present position as regards the rupee is that it is no longer, as 
it was before the war, a mere token coin representing one-fifteenth of the gold in 
a sovereign — that is, 7*5 grains of fine gold. It is now the unit of a currency 
inconvertible into gold at any fixed rate, and its present value in gold is in London 
about 7 * 4 grains — or very nearly what it was before the war, notwithstanding the 
Secretary of State’s announcement of policy three years ago that he would aim at 
making it equal to 11 '3 grains. It is now (on 31st January 1923) worth in sterling 
about 16 ‘5<#., which is equivalent to 15 ’8 d. measured in gold — only a fraction short 
of its pre-war value of 16d. measured in gold. The Secretary of State’s brutum 
fulmen of 1920, although at the time it had a disastrous effect in making many people 
believe that the gold value of the rupee would remain at something like 24d., or 
one-tenth of a sovereign, and act on that belief, has now no practical influence on 
the rate of exchange. As in the case of all inconvertible currencies, the value of the 
rupee, whether measured in gold or in commodities, now varies according to the 
relation between the demand and supply of rupees and the demand and supply of 
gold or of commodities. The supply of rupees, whether in the form of coins or 

U 
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currency notes, has been very greatly increased in recent years by the action of the 
Government of India, and this must have a great effect in .keeping down the exchange 
value of the rupee. Now that the Government of India have stopped the coinage of 
more rupees and the issue of additional currency notes, the supply of legal tender 
currency in India is practically stationary, and the recent rise in the exchange value 
of the rupee measured in gold must be due to an increase in the demand for rupees 
whether for the purposes of currency or for hoarding, much in the same way as the 
value of the rupee gradually rose after the Mints were closed to free coinage in 1893. 
But it is possible, though it is to be hoped not probable, that a decrease in the 
demand for rupees, whether owing to bad harvests in India or to any other cause, 
may lead to a fall in the exchange value of the rupee. Apart from any such calamity, 
or from the appearance in circulation of any large proportion of the enormous amount 
of rupees at present hoarded by the people of India, it seems possible that an 
increasing de man d for rupees may lead to a further improvement in its exchange 
value, unl ess ,the Government of India are so ill-advised as to increase the supply, 
whether of rupees or notes. But it is evident that any such improvement in the 
exchange value of the rupee must be a very slow one, and it is impossible to imagine 
that for many years to come the rupee will rise in exchange value to the Secretary of 
State’s figure of 11 ‘3 grains to the rupee — that is, one-tenth of a sovereign. 

A further rise in the exchange value of the rupee would be favourable to 

Indian finances in so far as India has to pay external debts in gold or in sterling. 

It would also tend to cause a fall in prices measured in rupees in India, and would 
therefore be favourable to all who receive salaries or wages fixed in rupees, and to all 
creditors in India whose credits are fixed in terms of rupees. On the other hand, 
it would be unfavourable to all producers of commodities in India, and especially to 
the great mass of the agricultural population who have produce to sell, and to all 
•debtors in India whose debts are fixed in rupees. On the whole it seems to me that 
the fairest and most practical solution of the question would be to abandon the 
attempt to raise the value of the rupee to anything like 11 * 3 grains of fine gold, and 
to aim at the permanent re-establishment of the pre-war rate of 7*5 grains of fine gold 
— that is, one-fifteenth of a sovereign, or 16cL per rupee measured in gold. I think 
that the Secretary of State should announce this to be his policy, and that the 

Government of India should pass an Act declaring that the sovereign shall again be 

legal tender for Rs. 15. This would prevent the gold value of the rupee from 
rising above one-fifteenth of a sovereign and might lead to the reappearance of the 
sovereign as part of the currency in circulation in India. Whether the Government 
of India would be able to keep the value of the rupee up to one-fifteenth of a sovereign 
would depend upon the relation between the supply of rupees and the demand for 
them. It would be assisted to keep that level, if it were to take steps to reduce the 
supply of currency notes and were to accumulate still more rupee coins in its 
Reserve Treasuries. This is an expensive measure, and it is somewhat absurd to see 
866 million rupee coins lying uselessly in the Treasuries ; but it is so important to 
stabilise the exchange value of the rupee, whether at one-fifteenth of a sovereign or at 
some other figure, that it would be worth while to submit to some comparatively small 
loss, such as would be incurred by reducing the note circulation or even by melting a 
large number of rupees and selling them as bullion, and some action of the sort 
should now be taken. If this were done, there is reason to hope that the rupee 
would at once.be again stabilised at its pre-war value of one-fifteenth of the gold 
in a sovereign, to the great advantage of India’s trade and to the interests of justice 
as between creditors and debtors. 


Quotations. 


Quotations. | 

Where quoted. 

In 1913. 

31st Jan. 
1920. 

31st Jan. 
3922. 

31st Jau. 
1923. 

Pound sterling in dollars - 

Price of gold per fine ounce in shillings sterling 
Price of silver in pence sterling per ounce 925 fine - 
Price of silver (foreign) in cents per fine ounce 
Exchange value of rupee in pence sterling - 
Price of gold in Calcutta in rupees per tola of 
180 grains fine. 

Price of silver in Calcutta in rupees per 100 tolas 
of 180 grains fine. 

C London - 
(New York 
London 

*9 

New York- 
London 
Calcutta - 

99 

4-87 

4-87 

85 

28 

61 

16 

24 

70 

1 

3-505 

3-522 

117 

83 

133 

28 

27 

115 

4-279 

4-272 

96-5 

35-2 

66-1 

15-6 

28-6 

93-0 

4-648 

4-648 

88-8 

31-4 

64-8 

16-5 

26-6* 

82-9* 


Nor*.— The sorereign contains 113 grains of fine gold; the dollar contains 23-22 grains of fine gold; and the rupee 
contains 166 grains of fine silver. An ounce of gold or silver is 480 grains. * 10 January 1928. 
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Value of the Rupee measured in Gold and Silver. 



In 1913. 

31st J an. 1920. 

31st Jan. 1922. 

31st Jan. 1923. 


Value of the pound sterling in grains of gold - 

113 

82 

99-5 

108 1 

Value of the pound sterling as a percentage of 

100 

72 

881 

95-7 

the sovereign. 

Value of the sovereign (113 grains of gold) 
in rupees — 


11-9 



In London ----- 

15 

17-5 

15-2 

In India ----- 

15 

17 

17-9 

16-7 

Value of the rupee in grains of gold — 


9-6 



In London - 

7-5 

6‘5 

7-4 

In India - 

7-5 

6-7 

6-3 

6-8 

Value of the rupee in pence sterling in London - 

16 

28 

15-6 

16-5 

Value of the rupee in pence measured in gold i 

16 

20 

13-7 

15-8 

in London. 

Value of the rupee in grains of silver — 





In London - 

253 

149 

197 

233 

In India - 

257 

157 

194 

217* 

Ratio of gold to silver — 





In New York 

! 34 

15-5 

31-3 

31-9 

In London - 

34 

15-7 

30-5 

31-4 

• In India - 

34 

23-5 

30-8 

32 1* 


* lOfch. January 1923. 


Article on “The Indian Currency Policy,” by Sir James Wilson, K.C.S.I., 

dated 8tb September 1925. 

On 31st August 1925 the quotations were as follows : — In London : pi*ice of gold, 
84’ ( J6s. per fine ounce ; price of silver per ounce 925 fine, 32*88dL ; rate of exchange 
of the rupee, 18*16cZ. In New York: the pound sterling, 4*855 dollars; price of 
fine silver, 71*75 cents per ounce. In Bombay : on 11th August gold was quoted at 
Rs. 21 *44 per tola of 180 grains, the sovereign at Rs. 13*83, and fine silver at Rs. 72*4 
per 100 tolas. These quotations give the following values : — 

Value of the Rupee measured in Gold and Silver. 



In 1913. 

31st Jan. 
1920. 

3 1st Jan. 
1922. 

31st Jan. 
1924. 

31st Aug. 
1925. 

Value of the pound sterling in grains of gold 

113 

82 

99-5 

99-3 

113 

Value of the pound sterling as a percentage 
of the sovereign. 

100 

1 

72 

4 

88 

87-9 

100 

Value of the sovereign (113 grains of gold) 
in rupees — 






In London - 

15 

11*9 

17-5 

15-9 

13-2 

In India ----- 

15 

17-0 

17-9 

16-3 

13-8 

Value of the rupee in grains of gold — 


9-6 


71 


In London - 

7-53 

6-5 

8-5 

In India - 

7*53 

6-7 

6-3 

6-9 

8-4 

Value of the rupee in pence sterling in London 

16 

28 

15-6 

17-2 

18-2 

Value of the rupee in pence measured in 

16 

20 

13-7 

15-1 

18-2 

gold in London. 

Value of the rupee in grains of silver — 






In London - 

253 

149 

197 

229 

245 

In India - 

257 

157 

194 

222 

249 

Ratio of gold to silver — 






In New York - 

34 

15-5 

31-3 

32-7 

28-8 

In London - 

34 

15-7 

30-5 

32-2 

28-7 

In India ----- 

34 

23-5 

30*8 

32-0 

29-6 


During the last 19 months the measures taken by the British Parliament have 
resulted in restoring the British paper pound sterling to the value of a sovereign* 
that is, 113 grains of fine gold, as compared with the 99 grains it was worth in 
January 1924. The rupee has risen in value in sterling from 17* 2d. to 18* 2d . ; but 
as in January 1924 the pound sterling was worth only 88 per cent, of the sovereign, 
the rise in the value of the rupee, when measured in gold, has really been from 15* Id. 
to 18 * 2d . — in other words, the rupee, which before the war was worth 7 * 53. grains of 
gold, and in January 1924 was worth only about 7 grains, now exchanges for 
8 * 5 grains in London and for 8 * 4 grains in Bombay ; and the sovereign, which before 
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the war exchanged for Rs. 15, and which in January 1924 was worth about Rs. Iff, 
now commands in Bombay only Rs. 13 ‘8. This rise of about 20 per cent, in the 
gold value of the rupee during the last 19 months has greatly altered the Indian 
currency position. 

The Royal Commission, which has recently been appointed to report on the Indian 
exchange and currency system and practice, will no doubt consider whether an 
attempt should be made t,o fix the rate of exchange of the rupee in terms of gold, as 
it had been fixed for a number of years before the war. If that were done, the 
rupee prices of commodities would tend to vary with gold prices, and as one of the 
chief objects to be aimed at is the stability of commodity prices, it will be for 
consideration whether in the future gold is likely to form the best basis of currency 
from the point of view of stability. According to Sauerbeck’s series, in the United 
Kingdom the wholesale gold prices of commodities in general use rose between 1896 
and 1913 in the proportion of 61 to 85, that is, at the rate of 1*4 points per annum. 
There can be little doubt that one of the chief reasous for this rise of gold prices 
(in other words, fall in the commodity value of gold) was the great addition to the 
world’s stock of gold due to the increase in production which took place after 1890. 
If there had been no great war, and if the new production of gold had continued 
at the pre-war rate, it seems probable that . the rise of gold prices would have 
continued, and that the average wholesale gold price of commodities in this country 
might now have been about 17 per cent, above what it was in 1913 ; that is to say, 
taking the prices of 1913 as 100, the index-number for this country might now have 
been about 117. As a matter of fact, according* to the statistics published by the 
League of Nations, in those countries which have kept or brought their paper 
currencies up to the value of gold, the index-numbers of wholesale commodity prices 
were" in June last : United Kingdom 158, United States 157, Canada 159, Australia 
(May) 167, New Zealand 174, South Africa (April) 130, Holland 153, Sweden 161, 
Switzerland 161, Germany 134. These figures are not strictly comparable, but 
broadly speaking they indicate that the rise in wholesale gold prices in these countries 
(except Germany) has been about 60 per cent. — in other words, it takes about 16 ozs. 
of fine gold to purchase wholesale the same quantity of general commodities which 
would have been purchased for 10 ozs in 1913. This great rise in the gold price of 
commodities (or fall in the commodity value of gold) can only to a comparatively 
small extent be due to the increase in the world’s stock of gold owing to an excess 
of new production of gold over the amount of gold lost during those 12 years. 
It must be mainly due to the great destruction of commodities during the war, to 
lower production of commodities, and to the fact that the world’s effective demand for 
gold has decreased at a more rapid rate than its effective demand for commodities, 
owing to the impoverishment of many countries, and to the general withdrawal of 
gold from circulation. 

As regards recent changes, during the 12 months ending with June 1925 the 
index-numbers (reduced to terms of gold) have altered as follows: — United States 
from 145 in June 1924 to 157 in June 1925, United Kingdom from 144 to 158, 
Canada from 150 to 159, Holland from 141 to 153, Sweden from 156 to 161, 
Switzerland from 159 to L 6 L, Germany from 116 to 134, France from 127 to 134, 
Italy from 127 to 135, Belgium from 134 to 135, Japan from 164 to 168, India 
(Calcutta) from 166 to 184. During these 12 months, therefore, there has been 
almost all over the world a very considerable rise (averaging about 6 per cent.) in 
the wholesale prices of commodities, when measured in gold — that is, a fall in the 
commodity value of gold. This seems to indicate that the world’s available supply 
of gold is increasing at a faster rate than the world’s effective demand for it, which 
might be due to the increase of the world’s stock of gold owing to new production, 
to the setting free of reserves of gold, or to the desire of the world’s population to 
purchase commodities rather than gold. 

Altogether, to judge from past experience, gold a3 a basis of currency does not 
provide an absolutely stable basis for commodity prices. But what is the alternative 
before India? The United Kingdom and the United States, which are the principal 
creditor countries, have now Currencies directly based on gold, and are not likely to 
accept any other basis than gold for the payment of the debts due to them, although 
that means that payment can at present be made in a much smaller quantity 'of 
■ commodities than would have been required before the war to repay debts of similar 
amounts fixed either in sterling or in dollars. Many other countries have either got 
back to the gold standard, or are trying to do so, and it seems probable that soon 
practically all international trade will be conducted on a definite gold basis. Before 
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•tlie war, when, the rupee was merely a token coin, equal in value to one-fifteenth , 
■of a sovereign, India’s international trade, and even her internal trade, were really 
based on gold. Now the rupee has no longer a fixed value in relation to gold, nor 
do fluctuations in the value of silver have any appreciable effect on the gold value 
or the commodity value of the rupee coin. That depends on the relation between 
the supply and demand for rupee currency and the supply and demand for other 
commodities (including gold and silver). The supply of rupee currency is regulated 
by the Government of India without any automatic control, such as is exercised in 
the case of sterling or of dollars, by the right a creditor has of demanding the 
equivalent in gold coins which have an intrinsic value of their own, according to 
the number of grains of gold they contain ; whereas the rupee coin, which at present 
buys about 249 grains of silver in India, contains only 165 grains of pure silver. 
The Government of India, I venture to think, made a great mistake before the war , 
in rapidly increasing the quantity of rupees and notes, which during the war 
entailed a period of anxiety and great expense in the endeavour to maintain the 
convertibility of the currency notes. The Secretary of State certainly made a 
disastrous mistake in 1920 when he announced that he would aim at giving the 
rupee a fixed value in exchange of one rupee for 11 '3 grains of fine gold — that is, , 
one-tenth of the gold in a sovereign. This experience, together with the experience, 
of many other countries during and since the war, shows the danger of entrusting the 
management of a currency to any body of men, however capable, honest and impartial, 
without some automatic check, which would prevent even a partisan or doctrinaire 
Government from manipulating the currency in the interest of particular classes, and 
thus possibly inflicting great injury, especially on the poorest of the population. The 
people of India will be safer with a currency based on gold, although the commodity 
value of gold is liable to fluctuate, than with one dependent on the vaiying opinions 
of any body of men. 

Writing in the Asiatic Review in April 1924, when the rupee was worth about 
7 grains of gold, in place of its pre-war value of 7*53 grains, I urged that the 
Government should formally cancel the futile announcement of 1920, make the 
sovereign legal tender in India at the pre-war rate of Rs. 15 to the sovereign, and 
aim at keeping the gold value of the rupee at that rate. Since then, however, the 
gold value of the rupee has risen to 8‘4 grains of gold, which gives it a value in 
exchange of over 18 d. gold, and the sovereign in Bombay now commands only 
Rs. 13 ‘6. But it must be borne in mind that so lately as 31st January 19*2 the 
rupee was worth only about 6 ' 5 grains of gold, and that only 19 months ago it was 
worth only about 7 grains, and the recent rise in its gold value to 8‘4 grains may 
prove to be only temporary, as being due not only to the general fall in the commodity 
value of gold which has taken place over the world as a whole, but to exceptionally 
good harvests in India, which led to an increase in the demand for rupee currency. 
If the world’s demand for gold increases, or the world’s production of commodities 
overtakes the world’s demand, then the general gold price of commodities will fall, 
the commodity value of gold will rise, and the gold value of the rupee will tend to 
fall. If India suffers from poor harvests and her exports decrease in comparison with 
her imports, there will be less demand for rupees, and the people who hold large 
hoards of rupees may feel compelled to put them into circulation and thus increase 
the available supply of rupees, which would tend to reduce the gold value of the 
rupee. 

In the interests of stability, therefore, it is desirable to fix the gold value of the 
rupee below its present value of 8 ‘4 grains. It seems probable that sovereigns may 
•soon come into general circulation in India, as they showed signs of doing before the 
war ; so that it is of greater practical importance to fix the ratio in so many even 
rupees to the sovereign than in so many even pence to the rupee. I therefore now 
venture to suggest that the sovereign should be made legal tender in India at the 
rate of Rs. 14, instead of the pre-war rate of Rs. 15. This would make it equal in 
value to 8*07 grains of fine gold, and the par rate of exchange would be 17 * 14d. 
If this were done exchange could not rise appreciably above that rate, as it would 
then become profitable to import sovereigns into India and use them as legal tender 
for Rs. 14. The real danger would be, as it was before, the war, that the gold value 
■of the rupee might fall below the par rate; and to minimise that danger the 
Government of India should refrain from coining any more rupees, and should make 
a large reduction in the quantity of currency notes outstanding, leaving the population 
to make up the currency required for circulation by utilising the Rs. 877 million now 
in the Currency Reserve, and a portion of the great quantities of gold and rupees 
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which are at present boarded. Xu that case it would probably nevei be necessary to 
draw on the £40,000,000 which the Government still holds in the Gold Standard 

Reserve. 


APPENDIX 90. 

Note on Indian Currency and Exchange Problems submitted by 
Sir M. de P. Webb, C.I.E., C.B.E., of Karachi. 

I understand that the object of the present Indian Currency Commission is “ to 
examine and report on the Indian Exchange and Currency System and practice, to 
consider whether any modifications are desirable in the interest of India, and to- 
make recommendations ” (vide the '‘Statesman,” Calcutta, of the 24th November 1925). 

I have long been a keen student of the Indian Currency and Exchange Systems, 
and have had over 30 years’ practical experience of them in India as a merchant, Ac., 
who successfully survived the crises of 1892—95, 1917-19, and 1920-23. With these- 
experiences behind me, I venture to submit the following points for the consideration 
of the Commission. 

Part I. — Definitions. 

(a) It is essential at the start of any currency discussion that the main functions of 
the currency in modern civilised countries should be defined. In India, as in all 
modern, civilised countries, currency, i.e. money, is the Chief Purchasing Tool. 

Further, in India, more than in the leading Western countries, money is also used 
as a Reserve of Purchasing Power to be drawn on in times of need. Money serves in 
other ways, but the two functions here given are, I submit, the most important. 

(b) If, for any reason, the Purchasing Tools of India’s 320,000,000 of people- 
become blunted, if the Tools lose in purchasing power, grave injustices, involving 
possibly very serious hardships, are brought about, especially on small wage earners 
and on people generally of small means. And such people form a very large- 
proportion of the whole population. 

(I am convinced that the rapid popularity obtained by Mr. Gandhi among the 
masses, and the corresponding wave of ill-will towards Government that appeared in 
both town and country towards the end of, and immediately after the termination of, 
the Great War, was largely facilitated by the terrible hardships caused by the Indian 
currency losing half, or more, of its purchasing power during the War. This loss has 
not yet been wholly made good, and the general level of prices in India is still some - 
70 per cent, above pre-war levels.) 

Government hear little or nothing of these hardships from those immediately 
concerned, because the great mass of the people in India are, speaking generally,, 
wholly uninformed as to consequences of short or excessive issues of currency by 
Government. 

(o) Further, not only has the efficiency of India’s Chief Purchasing Tool diminished 
in consequence of the Great War, but all Reserves of Purchasing Power have similarly 
lost in value. All holders of these reserves have therefore also suffered, though not 
so severely as the poorest classes of wage earners. These injustices to wage and 
salary earners have by now been very largely removed by increases of pay. 

(d) On the other hand, sudden and considerable increases in the Purchasing. 
Power 1 of the currency also involve injustice and, if unexpected, heavy losses on 
principals engaged in the work of production. For falling prices mean unexpected 
losses on all stocks of raw products and manufactured goods, and on all goods 
in course of production. Those who produce are in many cases far better- 
informed and organised than the poorest classes, and so can exert far greater political 
influence than the vast unorganised mass of small wage earners. If, then, the general 
fall of prices (i.e. access of Purchasing Power of the country’s Monetary Tools) be 
very great, Government are sure to hear a lot of the matter ; and demands will be ■ 
made that Government turn the situation in favour of the producing, stock-holding, 
and speculative classes by directly or indirectly putting more money into circulation 
in order to lessen the value (i-.e. purchasing power) of the Money Tools then current. 

Part II. — Government’s Currency Functions. 

(e) Since the closing of the Indian Mints to the free coinage of silver in 1893, and ' 
until Government declared sovereigns legal tender in India, the work of issuing new 
currency in India has been the monopoly of the Government of India. As the ratio- 



APPENDIX 90. 


589 


of the rupee to the sovereign is at present fixed at a point which, for the time 
being, prevents sovereigns being legally tendered in India for purchasing purposes, 
Government are, in effect, still the only source from which supplies of new currency 
can be obtained by the public. And as the value, or purchasing power, of India’s 
Money Tools depends upon the volume of those Tools in circulation as compared with 
the volume of work they are called upon to perform, it is within the power of 
Government to-day to augment or diminish the purchasing power of India’s Money 
Tools by respectively withholding or multiplying new issues of currency. 

(f) _ Rightly used, the expression “ stabilisation of the rupee ” should mean 
“ stabilisation, as far as practicable, of the general purchasing power of the rupee ” 
.and not, as often understood, of its purchasing power in relation to the sovereign or 
pound sterling only. And, remembering the grave injustices and hardships inflicted 
upon great sections of the population by considerable fluctuations in the pur chasi ng 
power of the country’s Money Tools, it is clearly one of the first duties of Government 
to guard against all such fluctuations as far as humanly possible. 

This duty is by no means easy of accomplishment, for fluctuations in internal price 
levels arising from natural causes (such as exceptionally good rains, or blights or 
pests), affect sales overseas and later purchases overseas, thereby changing the 
balance of trade, and so altering the purchasing power of the rupee and of the pound 
.sterling in relation with each other. On the other hand, Government, when dealing 
with Council Drafts and “ Reverse Councils,” can raise or lower the foreign exchanges, 
and so, for the time being, lower or raise internal price levels. To add to the 
difficulties of the problem, interested organisations at the chief ports often demand 
currency facilities or exchange policies quite regardless of the consequences on 
internal price levels, were these organisations’ demands acted upon. 

(g) I may add in this connection that if Government find it impossible to conduct 
-a currency policy that will not affect the purchasing power of India’s Money Tools 
one way or the other, then I think it would be best in the general interest of India 
that the general level of internal prices should very slowly and gradually rise, rather 
than steadily and continuously fall. This would mean that in periods of prosperity 
arising from a succession of good seasons in India and good demands overseas for 
India’s surplus products, sterling exchange also would gradually — not rapidly — rise. 
If internal prices in India were prevented from rising at all (by withholding additional 
supplies of new currency), then sterling exchange- would rise by leaps and bounds. 
This is objectionable for many reasons. But I see no reason why sterling exchange 
should not, in such conditions as assumed above, be allowed to move upwards 
gradually to a new level, for the only alternative would be a great rise of prices 
within India, i.e. a great loss of purchasing power of India’s existing Mouey Tools. 
And this spells hardship and misery for millions, and the creation of a seedbed of 
hostility to all ruling authority. 

I believe it to be quite possible for Government, notwithstanding erratic political 
pressure, and conflicting standards of currency management, to steer a middle course 
along the line indicated above, as indeed, Government appear to have done during 
the last two years, avoiding both violent fluctuations in sterling exchange, and 
marked changes in the purchasing efficacy of the rupee within India. 

Part III. — Replies to the Commission’s Questions or 24 th November 1925. 

(h) With the above definitions and guiding principles in mind, I venture to 
answer below the nine questions issued in Delhi on the 24th November 1925 to the 
Press b^ the Government of India on behalf of the Commission. 

1. — (a) Is the time ripe for a solution of the problems of Indian currency and 
-exchange by measures for the stabilisation of the rupee, or otherwise ? Answer . — 
No, certainly not, if by “ stabilisation of the rupee ” is meant “ attempting to fix 
permanently Jthe ratio between the rupee and the sovereign or pound sterling.” 

My reasons for this conclusion are — 

(1) Uncertainty as to the future of gold. 

(2) Uncertainty as to the future of the European exchanges, most countries in 

continental Europe being in financial difficulties. 

(3) Uncertainty as to Great Britain’s ability to maintain parity between the 

sovereign and the pound sterling so long as her export trade is handicapped 
by local and national indebtedness of a magnitude unpredecented in her 
history. 

• (4) Uncertainty as to the consequences of a succession of bad seasons in India 
with Indian prices at their present high level relatively to pre-war price 
levels in India. 
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It would certainly increase confidence and enterprise on the part of many engaged 
in foreign trade — but a small number, liowever, relatively to the whole population 
£f Government could see their way to announce that they are piepaied at all tunes' 
(a) to sell pounds sterling at. say, Rs. 13. 3, if the public require remittances to 
England, and (b) to issue additional rupee currency at the current market rate ot the 
■day to an extent that would guard against rapid or great rises in steiling exchange, 
having regard to the necessity of guarding also against rapid or great rises of 
rupee prices. 

More than this, I could not recommend at present. 

(6) What is the comparative importance of stability in internal prices and in 
foreign exchanges ? jA-iiszver . — In tire interest of India as a whole, I considei tliat 
Government should regard stability in internal prices as of greater importance than 
stability in the foreign exchanges. 

This, because of the very great magnitude of India s population, and the small 
means and consequent helplessness of the vast majority of that population. In such 
circumstances Gover nm ent ought to take every possible step to guard against any 
failure of the people’s Money Tools. High prices for non-food products grown in 
India quickly affect the prices of food and clothing and other simple necessaries, 
which ought not to be allowed to soar out of the people’s reach. So far as rupee- 
prices in India may be affected by issues of new currency, it should be one of the- 
- first duties of Government to maintain the efficiency and stability of the country’s 
Chief Purchasing Tools. 

Instability in sterling exchange is no doubt vexatious and troublesome to- 
Government, and to the relative few engaged in foreign trade ; but, provided it be 
not allowed to run to extremes, is not fatal, or even a very serious matter. The 
Exchange Banks will always, at a price, cover exchange risks. And the price is 
generally reasonable and very small. 

(c) What are the effects of a rising and a falling rupee, and of a stability of a high, 
or a low rupee on trade and industry, including agriculture, and on national finance ?’ 
Answer. — An exhaustive reply to this question would mean a lengthy treatise ! 

Briefly, a rupee rising in general purchasing power (as evidenced by a general 
fall of prices) inflicts unexpected losses on all producers and stockholders ; checks 
enterprises; numbs industry ; and causes a general slowing down of economic effort. 
So far as sterling exchange is concerned, it temporarily checks exports and stimulates, 
imports. 

On the other hand, a rupee falling in general purchasing power (as evidenced by 
a general rise of prices) transfers unmerited profits to all producers, stockholders,, 
merchants, middlemen, and speculators, and so stimulates all forms of productive and 
speculative activity at the expense of the great mass of fixed wage earners, pensioners, 
rentiers, and others who suffer unmerited and possibly cruel hardships. The fall in. 
sterling exchange temporarily stimulates exports and checks imports. 

A stable rupee, whether of high or low purchasing power, simply permits (a) world' 
prices of products of which India enjoys a monopoly to adjust themselves to Indian 
costs of production, and (6) the Indian prices of products produced in other countries 
as well as India to adjust themselves to world levels. After the adjustment has taken 
place, there is no advantage to India either way — whether the rupee be of high or low 
value. 

So far as National finance is concerned, as India has to purchase over £30,000,000’ 
sterling annually to meet her sterling liabilities, it would appear at first, thought that 
the greater the purchasing power of the rupee in relation to sterling fin other words,, 
the higher the rate of sterling exchange), the better it should be for India. But this- 
conclusion is subject to many qualifications and limitations. If, for example, 
this increased purchasing power be, brought about by world conditions, including,, 
possibly, a change in the value of gold, that have not caused a corresponding general 
fall of prices in India, then India gains for the time being, till further world 
adjustments in prices have taken place. ‘ The number of variations and combinations- 
in local and. world’ conditions is so great, that it is impossible in this place to discuss- 
all possibilities that might result from such variations and combinations. 

2. In relation to what standard, and at what rate should the rupee be stabilised, 
if at all ? When should any decision as to stabilisation take effect ? Answer . — The 
rupee— silver and paper — is such an efficient Monetary Tool so far as the great - 
.majority of India’s vast population is concerned, that I cannot recommend its- 
relegation to a secondary place in India’s currency system in the present state of! 
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the world’s monetary affairs. If, however, it be thought necessary “ in the interest of 
India ” to attempt to stabilise the rupee in relation to some other currency, then the 
sovereign or the pound sterling would certainly be the best directions in which 
to turn. 

Of these two, the sovereign would probably be the better. But if this were done, 
and Great Britain should find it impossible lor any reason hereafter to maintain the 
pound sterling at par with the sovereign (sovereigns have not been in circulation in 
the United Kingdom for many years past), great confusion would arise, for we should 
probably see two exchange quotations for the rupee current every clay — one for the 
pound (sterling), and another for the pound (gold). [ would therefore urge extreme 
caution, and a deferring of the decision to attempt stabilisation with Great Britain’s 
currency till we have had more experience of the European and American exchanges 
under the conditions amidst which we are now working. 

3. If the rate selected differs materially from the present rate, How should 
transition be achieved ? Answer. — If the rate selected were materially lower than 
that current at the time of selection, transition could only be effected by putting 
more currency into circulation, thus raising prices, checking exports, reducing 
overseas demands for rupees, and so lowering sterling exchange. I most strongly 
deprecate any such depreciation of India’s Money Tools. 

if the rate selected were materially higher than that current at the time of 
selection, then transition, could be expedited by withholding issues of new currency, 
thus lowering prices, stimulating exports and checking imports, increasing overseas 
demands for Indian currency and the sterling cost of rupees. Such action must be 
even more strongly deprecated than a deliberate depreciation of the currency. -See,, 
however, para, (g) above. 

4. — (a) What measures should be adopted to maintain the rupee at the rate 
selected ? Avsxoer . — Much the same as before the War, except' that opportunities 
for remitting from and to India at definitely fixed rates should be increased ; and, in 
view of present price levels, the Gold Standard Reserve enlarged. 

(6) Should the Gold Exchange Standard system in force before the War be- 
continued, and with what modifications, if any ? Answer. — Yes, but with the following- 
developments : — 

(1) The Gold Standard Reserve to be increased to at least £50,000,000. 

(2) “ Reverse Councils ” to be always “ on tap ” at the larger Branches of 

the Imperial Bank of India, at a fixed rate, and in sums of Rs. 10,000- 
and over. 

(3) The Secretary of State’s Budget requirements to be obtained through the 

Imperial Bank of India who would provide him with the necessary sterling, 
and recoup themselves by daily sales in London of Transfers on their 
leading Indian Branches, and daily purchases in India of sterling transfers 
on London, at rates fluctuating according to market requirements between 
maxima and minima fixed by Government. The Government of India to- 
place the Imperial Bank of India in funds in India as required in 
connection with the Bank’s sales of Transfers on its Indian offices. 

(4) Demands by the public for remittances to India over and above those 

provided by the Imperial Bank of India in connection with the Secretary of 
State’s Budget requirements, to be met from sales by auc.tion in London of 
Currency Council Drafts on the Indian Treasuries at the chief Indian 
Ports. Currency Councils not to be available till the Imperial Bank of 
India had sold ip Loudon and bought in India sufficient Budget Transfers 
to meet the Secretary of State’s Budget requirements for the year. 

(5) Proceeds of Gmrenay Council Drafts would ordinarily be devoted to the- 
purchase in London and shipment to India of specie or bullion for enlarging 
the Indian currency, but might be retained temporarily in London in a 
Special Division of the Gold Standard Reserve, if Government, for any 
reason, did not consider it necessary to add immediately to the volume of 
the Indian currency in the ordinary way. 

(c) What should be the size, composition, location, and employment of a Gold 
Standard Reserve? Answer.— At least £50,000,000, half in gold and half in sterling 
securities. The gold to be held in the Indian -Treasuries and the securities by the 
Secretary of State in London. The Reserve to-be employed to maintain sterling 
exchange at the minimum point agreed upon. 

5. — (a) Who should be charged with the control of the note issue, and on what 
principles should control of management be transferred to the Imperial Bank of 

X 
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India ? What should be the general terms of transfer ? Answer.— -The Government 
of India. I am strongly opposed to any transfer of authority in the matters of 
manufacturing and issuing new currency from Government to any Bank. I consider 
the Bank of England system wholly unsuitable to India. The maintenance of the- 
purchasing power of a country’s Money Tools is one of the first duties of every 
Government, and the Government of India, perhaps more than most Governments, 
must carry out this duty with the utmost punctiliousness. The Government of 
India’s Money Tools have always been, and must always continue to be, above 
reproach. Indian currency notes are growing in popularity daily — a development 
which Government should do everything to encourage. 

So far as the month-to-month, day-to-day management of the currency issued by 
Government is concerned (including the provision of temporary supplies of Money 
Tools for the moving of the crops, &c.), the present arrangements with the Imperial 
Bank of India seem to me adequate. 

(6) What provisions should be made as to the backing of the note issue? 
Answer. — The present arrangements appear to me adequate with the exception of 
Government’s own Securities which are not an altogether satisfactory backing for 
Government notes. 

In this connection I may mention that I see no good reason why Government 
should not issue special Service Notes as currency (e.g. notes backed by remunerative 
public works), provided such Money Tools could he pub into circulation without materially 
lowering the efficiency of the Tools already in use. An appropriate time for such an 
issue would be when a tendency towards a general fall of prices was becoming 
manifest. From the revenues derived from the public work constructed by the aid of 
these special Money Tools, a Sinking Fund could be provided for the acquisition 
and withdrawal from circulation of the whole of the special issue in, say, 30 years. 

The economies gained by the employment of capital on which no interest would 
have to be paid are obvious ; and might enable much needed public works to be 
initiated the construction of which might otherwise be delayed. 

(c) What should be the facilities for the encashment of notes ? 

(d) What should be the policy as to the issue of notes of small value ? 

Answers. — The more the better. In the meantime, present arrangements seem 
satisfactory. I believe one-rupee notes to be costly to maintain and insanitary 
in use. Therefore I am against the issue of any note under five rupees. 

6. — (a) What should be the policy as to the minting of gold in India and the use 
of gold as currency ? Answer. — Having regard to the facts that the great dangers 
to India of the opening years of the present century no longer exist, that much 
uncertainty exists as to the future value of gold (most countries have now abandoned 
its use as currency, and employ it only as Reserve Money available for the adjustment 
of international balances), and that the chief countries of Europe — including Great 
Britain — are still only in process of a gradual and difficult recovery from the effects 
of the Great War, their financial and economic conditions still being very complicated, 
I no longer feel that it is urgently necessary “ in the interest of India ” that India 
should now have a gold currency. Gold Money Tools are an expensive luxury in 
these days of heavy national indebtedness, and I advise a waiting policy. India 
is doing very well indeed with her present Money Tools. 

At the same time, I should be inclined to aim at the eventual establishment of a 
gold monetary system in India, the currency to include (a) gold -backed notes, (h) gold 
coins of large value only, say, Rs. 20 to Rs. 30 each, and (c) a large volume of 
subsidiary silver coinage legal tender for sums up to Rs. 100. 

(6) Should the obligation be undertaken to give gold for rupees ? Answer. — No, 
not until the Indian currency contained a large proportion of gold coins. But the 
Government must be prepared to sell “ Reverse Councils ” as suggested in my reply 
to question 4 (1). 

7 .—(a) By what method should the remittance operations of the Government of 
India be conducted ? 

(6) Should they be managed by the Imperial Bank ? Answer.— See my replies to 
■question 4 (6). 

8. — (a) Are any, and if so what, measures desirable to secure greater elasticity in 
meeting seasonal demands for currency ? 

(b) Should any, and if so what, conditions be prescribed with regard to the issue 
of currency against hundis ? Answer. — So far as I know, the present arrangements 
.are working quite satisfactorily. 
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9. Should any change be made in existing methods for the purchase of silver? 
_ Answer . — Yes ; the Government of India should call for tenders for such silver as it 
.may require for currency purposes in Bombay as well as in London, and, in special 
. cases, in any other part of the world that they may deem suitable. 

I would here repeat that having regard to the uncertainty that dims the future of 
gold, of sterling exchange, and of the European and American exchanges generally, 
.and also to (b) the general prosperity and very strong economic position of India as a 
whole, I see no reason why India should hasten, at this particular moment, to 
attempt to discard (and thereby discredit) her very efficient Silver Money Tools 
and substitute Gold Money Tools in their place, the more especially as the 
introduction of these new and expensive Gold Tools would 'necessitate the 
fixing of a ratio of exchange between the silver and the gold tools (or between the 
rupee and sterling) that might be very difficult to maintain except by disregarding the 
efficiency of the Money Tools already everywhere in use by the great majority of 
. the masses of India. Therefore, I would urge the utmost caution. “ Wait and see ” 
should be our policy. 

India as a whole appears to me to have arrived at a higher level of material 
prosperity, and with far larger accumulations of wealth than she has ever before 
• enjoyed at any previous period of her history. There is no necessity to invite 
currency complications at this particular time. 
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Statement of evidence submitted by the East India Section of 
the London Chamber of Commerce. 

■ (A) A proposal to place Indian currency on a gold basis. 

1. The Executive Committee of the Section is impressed with the fact that there 
has not been time to readjust economic relations of the world, which were so 
violently disturbed by the Great War, and this may be seen by wide fluctuations in 

■ exchange values. 

2. The effect of placing Indian currency on a gold basis, with gold coins as an 
internal medium of exchange, would involve a demand for gold which, in the opinion 

• of the Executive Committee, would greatly exceed the estimate of £103,000,000 
mentioned ; an Indian gold currency would be used far beyond the borders of India, 
and gold coin would be likely to be hoarded in very much larger quantities than is 
gold bullion at present. 

3. These considerations would, in normal times, render the establishment of a 
gold standard in India a daring experiment of the first magnitude. Under the present 
abnormal conditions, such an experiment would, iu the opinion of the Executive 
Committee, be fraught with danger to India and to this country. 

4. For these reasons, the Executive Committee is of opinion that the present is not 
an opportune time in which to introduce a gold currency in India. 

• (B) A proposal to stabilise the rupee. 

5. If it were possible to stabilise the rupee as soon as it reached an exchange level ' 
which would in future be likely to represent normal, it would, in the opinion of the 
•Executive Committee, be desirable to do so (the attempt to stabilise the rupee at 2s. 
must now be definitely regarded as having been a complete failure}. At the same 
time the Executive Committee is . not satisfied that it would be possible in all the 

■ circumstances surrounding the case to maintain the rate at Is. 6d. In this connection 
it has to be borne in mind that for five years in succession there have been good 
monsoons. Should the favourable cycle be broken it may be found that the normal 

• exchange value of the rupee will be nearer Is. 4 d. than Is. 6d. In view, therefore, of 
the uncertainty as to whether the present rate can be regarded as normal, the 
Executive Committee recommends that stabilisation should not be undertaken until 
India has passed through a year of bad harvests. 

G. Whilst it is true that a Is. 6 d. rate should, primd facie, assist imports from this 
- country into India, it must be remembered that that rate operates against the export 

• of Indian produce, and so reduces the purchasing power of India. 
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Statement of evidence on the Indian Currency Problem, 
submitted by Professor Gustav Cassei. 

I. — The General Background. 

When the Commission asked me for my views on the question of the Indian 
Currency, the Commission presumably desired my opinion on the effects on the 
world’s economy in general of a reform of the Indian currency and particularly 
of an eventual introduction of a gold standard with a gold circulation in India. 
This question is essentially that of how an increased monetary demand for gold 
on the part of India would affect the supply of gold at the disposal of the rest 
of the world and thereby the general level of prices in gold-standard countries. 

In order to elucidate this question it is clearly necessary, first of all, to 
show how the general level of prices is affected by variations in the gold supply, 
and what the gold supply ought to be in order that the general level of gold 
prices should remain constant. In investigating this question we have necessarily 
to take account of the world’s total supply of gold 1 . In other words, we cannot 
be content with considering merely the stock of gold of a single country, nor, 
as is often assumed, the world’s monetary stock of gold. Neither of these 
quantities has an independent existence. In a gold standard, gold is free to 
move between countries as well as between the monetary and the industrial stock 
of gold. This mobility of gold is a fundamental characteristic of .the gold 
standard. We have, therefore, necessarily to find out how the general level of 
prices in a gold standard depends on the world’s total supply of gold. An 
investigation into this question is contained in my “ Theory of Social Economy,” 
London, 1923, and the results are summed up in my “ Fundamental Thoughts 
in Economics,” London, 1925. I shall take the liberty in the following of quoting 
some passages from this summary. ° 

The economic progress of the world . must, of course, make an increased 
supply of gold necessary if the value of gold is to be invariable, i.e., if the general 
level of prices of commodities is to be constant. We cannot, therefore, speak of 
a superfluity or a scarcity of gold in any period without referring these con- 
ceptions to a supply which can be regarded as normal for that period. But what 
supply is normal? That is the equivalent of asking: What rate of increase in 
the world s gold supply has been necessary during a certain period to enable the 
general level of prices to remain constant during that period? Of course, this 
question can only be answered by experience, i.e., by collecting statistical mat erial 
tor a lengthy period. To this end, the period from 1850 to 1910 is particularly 
convenient, because the general level of gold prices in 1910 was practically the 
same as in 1850. In this period, however, the world’s total stock of gold was 
multiplied) by the figure 5'2, which corresponds to an annual’ increase of 2- 8 per 
°? nfc - ■ therefore, the world’s stock of gold had increased uniformly during- 
the whole period by 2*8 per cent, every year, the stock in 1910 would have been 
precisely what it actually was, and there would have been no reason why the 
supply of gold should have caused any variation in the general level, of prices 

'inshT Such a unif . orm growth of the world’s stock of gold from 

1850 to 1910, therefore, may be taken to represent the world’s normal gold suddIv 
for every year of that period. The actual gold stock of the world, was greater 
for a part of the period and smaller for the remainder, and we are in .a Tuition 
to give m precise figures a measure of the superfluity or scarcity of gold at any 

T ri ° d r U ^ der c 7 °? slder f ion ; . this purpose I have introduced the 
conception of a relative gold swpply, which is for any given year the actual gold 
supply divided by the normal gold supply. & 

, relative gold supply is the only factor which can reasonably be assumed 
to have any influence on the general level of prices. The object of our investi- 
th ? refo J e ’ - be ont how far the actual variations of the general 

3l^ dp f' 1CeS tbe P. eriod from 1850 to 1910 are explained by corres- 

ponding vanatiqns m the relative gold supply. Thus we have to compare two 
curves, of which one represents the relative gold supply and the other the general 
level of gold prioes. It is then immediately shown that the latter curve contains 
sharp short-time fluctuations which have no counterpart at all in the very even 
curve repreenting the relative gold supply. These price fluctuations are^easilv 
recognised as connected with periods of prosperity and depresS We 5£ 
d r aw conclusion that trade cycles have nothing to do with the 
supply of gold. Eliminating the corresponding short-time price fluctuations 
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from the curve representing the general level of prices, we find a curve which 
corresponds to our curve of relative gold supply in a most str ikin g manner. The 
conclusion is that the long-time variations of the general level of prices essentially 
depend upon variations in the relative gold supply. 

According to these definitions a superfluity of gold was ruling in the ’fifties 
and the ’sixties of the nineteenth century, and the general level of prices rose 
correspondingly. This superfluity was diminished during the following decades, 
and by about 1887 the supply of gold as well as the general level of prices had 
again become normal. In the middle of the ’nineties a scarcity of gold prevailed 
and the general level of prices sank beneath the normal level. In 1910 the total 
supply ox gold and the general level of prices were again normal. The rise of 
the general prices in the ’sixties and the fall of the general prices in the ’nineties 
were both greater than what would exactly have corresponded to the superfluity 
or scarcity of gold, and it may perhaps be inferred therefore that the movements 
of the general level of prices have a certain tendency to enlarge the influences 
of a superfluity or a scarcity of the supply of gold. If the world’s total stock 
of gold is to increase by 2'8 per cent, per annum, the annual production must not 
only correspond to that factor, but must also make up for the year’s definite 
loss of gold, which may be taken on an average to represent 0 2 per cent, of the 
total stock. Thus the annual production must amount to 3 per cent, of the total 
stock at the beginning of every year. Should the production exceed this amount 
of 3 per cent., the general level of prices must rise by the difference ; again, should 
the production fall short of the said amount of 3 per cent., the general level of 
prices is bound to fall by the difference, e.g., if the world’s production of gold 
in one year should only amount to 2 per cent, of the total stock at the beginning 
of that year, we have to expect a fall in the general level of prices of 1 per cent. 
Naturally, if the same shortness in the production of gold should prevail for a 
series of years, the fall in the general level of prices must continue at a rate of 
1 per cent, per annum. 

As the annual supply required for stability is a certain percentage of the 
stock accumulated, it must obviously grow at the same rate as the stock itself. 
This is a very important conclusion. Indeed, the consequence is that, if the pro- 
duction of gold, however abundant it may be at the present moment, should remain 
constant, it must become insufficient within a certain number of years. For the 
production increases the stock and when the stock grows, the annual increase of 
the stock which corresponds to the economic progress of the world must grow 
likewise, and sooner or later outgrow the constant production. If the annual pro- 
duction of gold falls short of the percentage of the accumulated stock required 
to meet economic progress, the general level of prices in a gold standard is bound 
to fall. If, therefore, the world should be confronted with the impossibility of 
increasing the annual gold production, and consequently with the necessity of 
being satisfied with a constant gold production — not to speak of the case of an 
actually diminishing production — the world would have to face a continual and 
incessant fall of the general level of prices with a consequent economic depression. 
Thus the gold standard must be said to be a satisfactory standard only on the 
condition that the world is able to increase indefinitely its annual production of 
gold at the same rate as characterises the worlds general economic progress. 

My calculations show for the end of 1910 an accumulated stock of gold of 
£2,600 millions.* This stock had increased by the end of 1923 to £3,623 millions. 
The actual gold production amounted in 1924 to £79'4 millions, representing only 
. 2T9 per cent, of the accumulated gold stock at the beginning of the year. Assum- 
ing that a yearly production of 3 per cent, of the accumulated stock still repre- 
sents the normal requirement, we here find a deficiency of 0‘81 per cent. In 
absolute terms the gold production ought to have been £108'7 millions. • As it 
was only 79"4 millions there was a deficiency of £293 millions. In 1925, a 
production of 3 per cent, of the stock at the beginning of the year would have 
represented £110'9 millions. In reality it was only about £81 millions, and thus 
there was a deficiency of £29-9 millions, representing in percentage of the accu- 
mulated stock 0-81. It is worth noting that the absolute deficiency is increased 
and the relative deficiency is unaltered — in spite of a considerable increase in the 
production. 

It is clearly seen from these figures that the present height of gold production 
is entirely insufficient for keeping up what we were accustomed before the War 
to regard as a normal economic progress requiring an annual gold production of 


* The original calculations are in gold marks, and I have converted them here to pounds at 
the rate of 20 marks for £1. 
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3 per cent, of the accumulated stock. If this scarcity of the gold supply is not 
felt at present as a serious evil, this is only due to the fact that during the period 
from the beginning of the War to the end of 1924 America has accumulated 
quite an abnormal monetary reserve of gold. During the time oj inflation gold 
was expelled from a number of European countries, and most of this gold was 
accumulated in the United States. The American authorities have taken the 
verv sound view that this gold stock, in so far as it exceeds the normal require- 
ments of the country, is to be regarded as held in trust for the rest of the world 
and particularly for European countries which may want to get the gold back 
again, as they gradually return to the gold standard. The American gold reserve 
has therefore not been used as a foundation for bank credit to such an extent 
as would correspond to usual traditions, the Federal Reserve system having seen 
its ratio of total reserves to deposit and note liabilities run up for some time to 
80 per cent, and more. 

People in Europe, however, have often taken quite an exaggerated view 
of the Amer ican superfluity of gold. It has been said that this superfluity would 
force Am erica to a great inflation of her currency with the consequence of rising 
prices, and it has also been believed that Europe would run the great risk of 
being overflowed with American gold. On several occasions I have uttered 
warnings against such exaggerations and tried to make it clear, not only that 
there was no reason for assuming the growth of the American gold stock to be 
unlimited, but also that the part of this gold that could really be regarded as 
superfluous was no greater than would admit of its probably being absorbed in 
a comparatively short time. The actual course of events has confirmed this view. 
Towards the end of 1924 the gold stream took a new direction, and 1925 showed 
a net export of gold from the United States of 134'4 million dollars. True, this 
is not very much in comparison with the great accumulation of gold in the United 
States. But still it has proved enough to cause people in Europe to take a more 
reasonable view of the limits of the excess of gold in America and also to bring 
about a slight alteration in the American conception of the situation. In fact, 
there are several signs that go to show that people in the United States are no 
longer so eager to get rid of the superfluous gold, but are rather inclined to keep 
themselves ready to protect their gold reserve if it should be exposed to an 
increasing demand from abroad. This change of mind is natural enough. The 
merchandise trade balance of the United States is no longer so favourable as it 
used to be. From the figure of 981 million dollars for 1924. the excess of exports 
was reduced to 684'5 million dollars in 1925. The latter figure being much less 
than the foreign loans granted by the United States during the year, there is 
room for foreign demands for gold. Of course, America can easily protect her- 
self against such demands by measures restricting her capital market. But such 
a policy would mean precisely that America would keep her gold stock for herself, 
with the result that her extraordinary reserve of gold would no longer be at the 
disposal for the rest of the world. 

It is very instructive in this connection to read the National City Bank of 
New York’s review of the gold situation of the United States (in their Report 
for February, 1926). The article referred to gives for the 1st July, 1925, the 
total of gold coin and bullion in the United States Treasury and Federal Reserve 
Banks at 3,962 million dollars, and the total of notes and deposit liabilities of 
all banks at 50,969 million dollars. From these figures the ratio of gold reserve 
to liabilities is calculated to be 7'7 per cent. For the end of 1924 the corresponding 
ratio of gold reserve to liabilities for Great Britain is calculated to be 6'5 per 
cent. The difference is small, and the higher gold cover of the United States 
is, according to the article, very well accounted for by the peculiarities of the 
American banking system. The important feature in this reasoning is the fact 
that leading people in America now think the time has come when the gold reserve 
of the country must be defended as not being superfluous. 

Still, according to acknowledged standards, the gold reserve of the Federal 
Reserve system is doubtless somewhat higher than necessary. On the 30th 
December, 1925, the reserve ratio was 67'3 per cent., and thus, from the 
traditional point of view, there could be no reasonable objection to further gold 
exports. If we assume, however, that by such exports the reserve were to come 
down to 50 per cent., we may be sure that the Federal Reserve authorities would 
take strong measures to protect their reserves. Such a reduction in the reserve 
percentage must therefore be regarded as the maximum. In other words, of the 
67‘3 per cent., 17*3 per cent, could possibly be regarded as an excessive reserve. 
In absolute figures, the combined liabilities amounted on the said, date to 4,192 
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million dollars. 173 per cent, of this sura is 725 million dollars. This is, there- 
fore, the maximum amount to which we can reasonably estimate the excess stock 
of gold. According to the views now prevailing in America, the excess stock is 
doubtless much smaller, if it exists at all. 

As now, the deficiency of the world’s gold production according to the above 
calculations, amounts to' about £30 millions, or nearly 146 million dollars, our 
calculated maximum excess stock of goid in the United States does not cover 
this deficiency for more than five years. Of course, objections may be raised 
against these figures. They cannot pretend to be exact. But they are built on 
the best material available and they give without doubt the essence of the whole 
problem of the world’s gold supply as it presents itself for the time being. 

Our result clearly shows that we are now rapidly approaching the time when 
the deficient gold production will make itself felt in an actual scarcity of the 
total gold supply of the world. Of course, we cannot know anything about the 
future development of gold production. But assuming the gold production to 
remain at its present height, the total stock of gold is bound to increase and then 
the annual production required for keeping up a certain economic progress must 
increase in the same proportion. With an unrestricted demand for gold, a grow- 
ing scarcity of the metal with the consequence of incessantly falling prices is 
therefore inevitable, unless a very important increase in the world’s goid produc- 
tion can be expected, or unless the world is going to acquiesce in a slower degree 
of economic progress than that which characterised the period 1850-1910. These 
are the fundamental features of the present gold situation. 

Under such circumstances it is natural enough that every effort should be 
made to economise the use of gold. A prolonged period of falling prices without 
any prospect of a definite end would bring about a continued depression of the 
world’s economic life, and must, therefore, be regarded as one of the most serious 
economic evils which could befall human society. A systematic economy in the 
use of gold is, however, practically possible only as far as concerns the monetary 
use of the metal. Since the very beginning of the after -war reconstruction I 
have regarded this economy in the monetary use of gold as an essential element 
in the whole work of reconstruction. This view has been shared by leading 
authorities. It found official expression first in the resolution of the ’Genoa 
Conference, which recommended that a certain economy in the use of gold should 
be aimed at by the concentration of the reserves of note-issuing banks. The 
extension of this economy to the use of gold as a circulating medium was at that 
time not possible to get incorporated in the resolutions. When, however, in 
April, 1925, Great Britain returned to the gold standard, the idea had ripened 
that, owing to the scarcity of the world’s gold supply, it was necessary to refrain 
from bringing gold coins into circulation. Mr. Churchill’s gold standard retained 
only the very kernel of the gold standard, viz., the maintaining of the currency 
within the neighbourhood of a constant parity with gold. 

This is the model for the monetary system of the future. The programme 
should be : no gold in circulation and the greatest possible concentration of gold 
reserves, not only within every nation, but also internationally. This limitation 
of the demand for gold is to the common interest of all nations, inasmuch as 
everyone of them is interested in the highest possible stability of the purchasing 
power of its money and in preventing any growth of the real burden of its public 
debt. 

What absolute purchasing power our money has is of course of no importance, 
the only relevant point being that the purchasing power is kept constant. As a 
matter of fact, the restoration of the gold standard as an international monetary 
system has been carried through at a price level — measured according to the 
index number of the Federal Reserve Board — of about 160 (corresponding to 
about 150 of the Bureau of Labour). Had the American price level fallen 
essentially below this point, it is extremely doubtful whether other nations would 
have found it possible to carry through the corresponding deflation and to restore 
the pre-war parity of their currencies. Now that this has been done in a series 
of cases, it is essential that the nations concerned should not be forced to a further 
deflation with all its pernicious consequences. 

The question is simply this : will it be possible to keep the general level of 
prices at about the height denoted by the quoted index figures! The answer is 
given by the above analysis. W e shall have in all probability to face a growing 
scarcity of gold, a scarcity that can only be overcome by progressive reductions 
in the world’s monetary demand for gold. All nations must co-operate in this 
policy. If any country chooses unnecessarily to increase its demand for gold. 
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■we may be sure that other countries will answer by increasing their demands, 
or at least by measures calculated to protect their reserves, locking them up so 
as practically to withdraw them from the world’s common fund ol gold. With 
united efforts it seems fairly certain that we shall be able to prevent any consider- 
able fall in the general level of prices for at least one or two* decades. 

What will happen thereafter it is of course impossible to tell. If the general 
progress of the world should require an annual addition to the gold stock lar 
greater than the world’s gold production can supply, and if we have exhausted 
all our gold economising devices, a continued and unlimited fall in the general 
level of prices will be inevitable. If the world then finds it necessary to avoid 
this calamity there will be no other alternative than to abolish the gold standard. 
Most people have hitherto regarded such a step as practically impossible, and 
certainly it would have been very unwise to try it under the conditions of extreme 
disorganisation and mistrust which prevailed after the war. But alter a pro- 
longed period of international co-operation towards stabilising the purchasing 
power of the world’s currencies, the situation would be essentially altered. I he 
very habit of deliberately regulating the value of gold by a systematic economy 
in the monetary use of the metal would be the best imaginable preparation for 
the future regulation of currencies without the use of gold. In stating this I 
do not overlook the difficulties. But in face of the great danger of a serious and 
progressive scarcity of gold the world would be forced to find a way out. Of 
course, the abandonment of the use of gold for monetary purposes would cause 
an enormous fall in the value of gold. All those interested in the value of gold, 
be it as producers or as possessors of gold funds, should observe that a policy pre- 
venting the value of gold from rising is from their point of view very much to 
be preferred to a development which would allow the value of gold to rise to such 
an extent that the world would be forced entirely to abandon gold for monetary 
purposes. 

One might perhaps be inclined to believe that the world’s annual monetary 
requirements of fresh gold might be diminished if the general level of prices 
were allowed to fall to a certain lower level. But this is not so. The annual need 
for gold, required for keeping the price-level constant, is independent of the 
actual level of prices and is exclusively determined by the rate of progress of the 
world’s economic life multiplied by the accumulated stock of gold of the world. 
The world’s annual need for gold would therefore be the same as it is now, even 
if there had been no rise of prices since 1913. 

A rise in the general level of prices has, on the other hand, necessarily a 
restricting influence on the annual production of gold. If this influence has not 
hitherto made itself very keenly felt in the most important centre of gold pro- 
duction, South Africa, the explanation is only that the rise in prices of 
commodities in South Africa has been slower than in Europe and in America. If 
prices in South Africa were gradually to rise to a level with the world prices, a 
certain decrease in the South African gold production would necessarily follow 
and could only be balanced by progress in the gold-mining industry. People who 
are inclined to reckon upon an increase in the world’s gold production from new 
discoveries of technical improvements should not quite lose sight of the counter- 
balancing influences of a probable rise in the cost of living at gold-mining 
centres. 

II. — Criticism of the Proposal to Establish a Gold Standard- in India. 

A gold standard can take many different forms, and a criticism of the idea 
of introducing a gold standard in India will gain considerably in clearness and 
definiteness if it is referred to a particular scheme. It is, therefore, a great 
advantage that a “ scheme for a gold standard for India ” has been drawn up, 
and, as it has been communicated to me, I shall refer the following observations 
to this scheme. 

Such a scheme must be judged in the first instance from the point of view bf 
its effect on the scarcity of the world’s gold supply, the significance of which has 
been set forth in the foregoing paragraph. It is necessary, therefore, to ascertain 
what extra gold requirements will be brought about by the establishment of a gold 
standard in India in accordance with the present scheme. An extra demand 
must, of course, arise first of all for currency purposes. This extra demand — 
the only one of which the scheme takes any notice — is calculated at 103 millions, 
and the scheme gives certain figures as to the distribution of this demand over 
the different stages which have been suggested for the gradual introduction of 
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the scheme. Having no particular knowledge of Indian conditions I t ake the 
statistical figures as they are presented. But with regard to the calculations 
based on these figures, 1 venture to offer the following remarks. 

As the plan is to be carried through in 10 years, it is hardly satisfactory 
to calculate “ the gold ultimately required for the reserve ” on the basis of the 
present note circulation Rs. 189'5 crores. With the efforts now being made to 
develop not only the banking system of India, but also generally the economic 
life ol the country, it must necessarily be expected that the note circulation will 
grow at a certain percentage per year. An estimate of this percentage should 
be aii important element in the plan. Considering that the note circulation has 
grown from 66,12 lakhs in March, 1914, to 1,89,51 lakhs in September, 1925, it 
seems not unreasonable to assume that persistent and systematic efforts to further 
the use of bank notes would result in the doubling of the present note circulation 
within the proposed transition period of 10 years. The 30 per cent, gold reserve 
required according to the scheme would then, at the end of the period, represent 
not 569 crores, but 113 8 crores. Thus the total sum required for the currency 
reform would not be 137 2 crores, as given in the scheme, but 194T crores, i.e., 
£145 6 millions instead of £103 millions. But this is not all. If the law requires 
the Central Bank to keep normally a gold reserve of 30 per cent., the bank will, 
according to all experience, find it necessary to keep ordinarily a much larger 
reserve. Assuming that the bank, in order to be on the safe side, keeps a reserve 
of, say, 40 per cent., the need for gold for the reserve will ultimately amount to 
1516 crores, and the total sum of gold required for the monetary reform will 
be 2319 crores, or £173 9 millions, instead of £103 millions. I quite realise that 
there may be reasons for assuming a slower growth of the note circulation, so 
I do not wish to press my figures, but put them forward only to draw attention to 
the considerable increase in the supposed gold demand which must be taken 
account of as probable. 

With respect to the distribution of this demand over the transition period, 
the calculations are, as far as I can judge, untenable. It is said that in Stage I 
“ comparatively few hoards would be large enough to buy the minimum quantity 
sold by the currency authorities.” But if the bullion merchants step in as 
intermediaries, it is difficult to see why the size of individual hoards would be 
of any importance, the merchants always being able to present enough silver to 
buy the mi n i m um quantity of gold. They would, therefore, not only “ lay in 
stocks in anticipation of demand,” but also immediately act as representatives 
of the hoarders. It seems very possible, therefore, that the first demand from 
these sources might considerably exceed the calculated sum of Rs. 50 crores. 
But I leave this point, and accept -the given sum of 50 crores as good. Then it 
seems to me that the authorities must have that sum of gold at disposal in order 
to meet the first demand on the introduction stage. The idea that the sum 
required could be diminished by the 30 crores of gold in the note reserve seems 
to me incomprehensible. If a country wishes to establish a gold standard, it 
seems a very strange measure indeed to begin the operation by completely 
exhausting the gold reserve on which its note circulation is founded. Such a 
procedure would hardly strengthen the confidence in the new monetary standard. 
It seems certain, therefore, that the Rs. 30 crores gold in the note reserve would 
have to be left untouched, and that the assumed demand for Rs. 50 crores would 
have to be satisfied by gold acquired especially for the purpose. Further, 
according to the scheme, the minimum reserve to be allowed is 20 per cent, of 
the circulation. With the assumed initial note circulation this minimum would 
amount to 37*9 crores, which is about eight crores more than the existing reserve. 
It would then seem to be a necessary preliminary measure, before introducing 
Stage I, to increase the reserve by at least these eight crores. Thus the minimum 
sum of frpsh gold required at the introduction of the scheme would be 58 crores 
or £43-5 millions. This is almost three times as much as the sum calculated in 
the scheme. 

Thus we find that the gold requirements arising out of the proposed reform 
of the Indian currency are much higher, and much more concentrated within the 
initial period than has been assumed in the scheme. There is, however, room for 
another objection, which will perhaps turn out to be of still greater importance. 
The scheme has taken account only of the amount of gold needed for meeting 
monetary obligations. But in connection with the introduction of the gold 
standard and the demonetisation of silver we must expect a very considerable 
demand for gold to arise on the part of the hoarders of silver in forms other 
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t/hg.n rupees. The demonetisation of silver will probably cause a sharp fall in 
the value of silver, and, in consequence, a distrust in silver as a suitable means 
of hoarding treasure. The eftect on tde demand for gold may be twofold. 

Firstly t-he present owners of metallic silver may be eager to exchange that 
metal for goid and throw large amounts of silver on the market in order to acquire 
gold. This would, of course, aggravate the fall in the value of silver, but would 
still represent a very considerable demand for gold. Naturally only one very 
conversant witn Indian conditions can form any opinion of the probaole size 
of thia demand and of the way in which it will be distributed over the transition 
period. But prima facie, and to an outsider, it seems not unlikely that this 
demand may assume the same dimensions as the demand for an exchange of silver 
rupees calculated in the Scheme to represent Rs. 110 crores, or £82 5 millions. 

Secondly, the very distrust in the stability of the value of silver may have 
thifl effect, that such future hoards as would under the old conditions have been 
accumulated in silver will instead be accumulated in gold. Ihe average annual 
importation of silver into India for use in the arts, as ornaments, and for all 
purposes other than coinage, for the last five years is given at the figure of 
81 million fine ozs., which, at the present price of about BOd. per standard ounce, 
would represent about £11 millions. If this treasure should in future be 
accumulated in gold instead of silver, an additional demand for gold of 
£11 millions per ann um would arise. For the transition period alone that would 
mp.fl/n £110 milions extra worth of gold. Of course, it is possible that the change 
in the habits of the hoarders would not be so radical, and that, when the value of 
silver had been stabilised at a lower level, the hoarders would again direct a 
considerable demand towards silver. But in the transition period, and 
particularly in the beg inn ing of it, it seems probable that from this source would 
ai ise a very considerable extra demand for gold. 

In addition, it seems necessary to take account of the increase in the general 
Asiatic demand for gold which will be a consequence of the introduction of a 
gold standard in India, with gold as circulating medium. With the intimate 
trade relations between India and the interior of Asia, it seems certain that 
gold coins circulating in India, and being generally used there as means of 
payment, would find their way in great quantities to other parts of the Asiatic 
continent, and that finally gold coins would become a general means of payment 
in Asia. In this case, the introduction of a gold circulation in India will have 
very far-reaching consequences on the world’s demand for gold. 

Summing up this discussion, we come to the result that the extra demand 
for gold caused by the proposed monetary reform could easily attain a figure 
several times higher than that assumed in the Scheme. It is, of course, im- 
possible to give a reliable figure for this extra demand. For the sake of illustra- 
tion I take it at £320 millions, corresponding to about four years’ world produc- 
tion of gold. But an extra demand for gold of such dimensions could not but 
cause a most serious disturbance of the world’s gold market and upset the whole 
policy of economising with gold outlined in the first paragraph. The direct 
fall of the general level of prices which would be caused by such an extra demand 
for gold would amount to nearly 9 per cent. But the ultimate effect on the price 
level would probably be far greater. I have aready observed above that the 
effects of scarcity or abundance of gold tend to be magnified in the movements 
of the price level. But in the present case the extra demand for gold would have 
much more far-reaching effects. It has been shown in the first paragraph that 
the world is already suffering from a considerable deficiency in the annual 
production of gold and that it will be possible to meet this deficiency only by 
systematic co-operation between all nations to bring about a strict economy in 
the use of gold for monetary purposes. It seems quite certain that the introduc- 
tion a gold standard in India on the lines proposed in the Scheme, with the con- 
sequent extra demand for gold, would immediately cause any such co-operation 
to break down. It must be remembered that the extra demand for gold, amount- 
ing, on the above assumption, during the transition period of 10 years, to an 
annual average of £32 millions, would be added to the ordinary demand of India 
which, according to the average of the five years preceding the War, may be 
estimated at about £19 millions, but which since 1922, has reached very much 
higher figures. Taking the lower pre-war average we come to the result that the 
total Indian demand would amount to £51 millions, which is equal to nearly 
f of the world’s total annual production. Doubtless every country would find 
itself obliged to protect its gold reserves from an Indian demand of such dimen- 
sions. The consequence would be that the different gold reserves of the world 
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would be locked up and debarred from being used as a common fund for the 
world’s gold standard. In particular, it must be expected that the surplus of 
gold that now exists in the United States and upon which, as I have shown above, 
the world must reckon for meeting the imminent scarcity of gold, would no longer 
be available for such purposes. As soon as India had decided to establish a 
gold standard, people in the United States would immediately begin to find it 
Decessary to protect the American gold reserve against Indian demands. Even 
if this protection were only to take the form of a more stringent monetary policy 
with higher rates of discount, it would have the effect of pressing down con- 
tinually and progressively the general level of prices both in the United States 
and in other countries. Thus we should be faced with the calamity of falling 
prices and a consequent general depression of the world’s economic life, from 
which we have sought to protect ourselves by aid of a rational monetary policy. 
Eor the carrying through of such a policy, based on a systematic economising in 
the use of gold, it seems to be a conditio sine qua non to prevent any great extra 
demand for gold from arising on the part of India. The conclusion is, therefore, 
that the suggested scheme for the introduction of the gold standard in India is 
absolutely opposed to the fundamental interests of the world’s economy at large. 

I wish to point out that in my opinion the results now described would be 
substantially the same, even if the extra demand for gold should turn out to be 
considerably lower than has here been assumed. Already, the large Indian demand 
for gold has a clearly depressing influence on the general level of prices in gold 
standards. 


So far I have only discussed the proposed gold standard for India from the 
point of view of the economic interests of the world at large. Of course, India 
is a part -of the commercial world and thus far has the same interest as all 
other countries in the stability of the general level of prices and in an 
uninterrupted development of production and trade. But the proposed intro- 
duction of a gold standard in India must also be judged with regard to its more 
immediate effects on India. 

In the Scheme which has been submitted, an estimate has been made both 
of the permanent and of the initial costs connected with the introduction of the 
gold standard. According to what has been said above, this estimate must be 
considerablv exceeded. But I am not in a position to form any exact idea of the 
sum to which the costs will actually amount. 

The Scheme, however, has taken account only of the costs which would devolve 
upon the Government. But a correct judgment of the plan is possible only if 
due regard is also taken to the loss which the Indian people are bound to suffer 
in consequence of the artificial depression of the price of silver.- The Scheme 
assumes a depression from the present price of over BOd. to about 24d. per 
standard oz., which means a reduction of 20 per cent. If the exchange of silver 
hoards for gold were to assume the greater proportions of which I have spoken 
above, it seems not improbable that the depression of the value of silver will go 
still further. But even a loss of 20 per cent, is serious enough, if account is 
taken of the whole mass of silver now hoarded in India. For a country which 
has for centuries accumulated treasure in the form of silver and now possesses 
such huge amounts of this metal, it must seem to be a rather strange policy 
deliberately to introduce such measures as are certain to depress the value of silver 
and thus to deprive the country of a considerable part of its accumulated wealth. 
This consideration must every day be a factor of practical importance for some 
holders who have to sell silver out of their hoards. It seems particularly odious 
to adopt a policy involving heavy losses to the poorer classes in whose hoards silver 
probably plays a preponderant part. 

Under such circumstances it seems difficult to advocate the scheme of a gold 
standard on the ground of the general economic interests of India. If a gold 
standard is to be adopted, it must be shown that such a measure is of quite over- 
whelming importance from a monetary point of view. This of course involves 
a comparison between the proposed gold standard and the present monetary con- 
ditions. The following paragraph will be devoted to a discussion of this question. 

III. — Recommendations. 

When a radical change of the monetary system of a country is proposed, one 
must first of all ask whether the change is at all warranted, i.e., whether the 
existing conditions are so bad that a sound development on the basis of them is 
impossible. In the material submitted to me there is nothing to show t.ho+ 



602 


ROYAL COMMISSION ON INDIAN CURRENCY AND FINANCE : 


present monetary organisation of India really suffers from any such serious faults 
as would call for a radical change. In monetary matters a sound conservatism is 
always good policy. I, therefore, think that the first question to answer is this : 
Can a really good monetary system for India be constructed by preserving the 
essential features of the existing system and by introducing such minor modifica- 
tions as may prove necessary? 

In my opinion this is quite possible. The monetary system which India 
possessed from the time when the rupee had been stabilised at a gold value of 
Is. 4<?. up to the War must, on the whole, be said to have worked fairly well. Of 
course, the War brought about serious disturbances, and India, like all other 
countries, had to suffer from the general breakdown of the world’s monetary 
machinery, which was a consequence of the War. But there are reasons to believe 
that the Indian currency suffered much less than most other currencies. In fact, 
the internal purchasing power of the rupee showed a remarkable stability. The 
violent fluctuations of the exchange were to a great extent an unavoidable con- 
sequence of the fluctuations in the value of the British currency and in the value 
of gold. Further, India comparatively soon overcame these difficulties, and the 
rupee attained a fairly stable gold value at about the same time as the pound 
sterling was restored to its gold parity. 

The aim of the Indian monetary policy must, therefore, in my opinion, be 
to stabilise the exchange value of the rupee in terms of gold. The choice of the 
rate of stabilisation being naturally of the utmost importance for the success 
of the stabilisation policy, great care should be taken in ascertaining what rate 
of exchange corresponds most truly to the present conditions. It may, perhaps, 
be said that the relative prices of different groups of commodities and of labour 
have not yet attained the necessary equilibrium to offer a reliable basis for a 
stable purchasing power parity of the rupee. On the other hand, it is not 
advisable any longer to postpone the definite fixing of the gold value of the rupee. 
A stable currency will certainly contribute very much towards stabilising the 
internal economic conditions of the country. Whether the present price of the 
rupee at about Is. 6 d. is an accurate expression for the internal purchasing power 
of the rupee in comparison with that of the British currency is a difficult question, 
and I have not the intimate knowledge of Indian conditions necessary to form an 
opinion on this subject. But the fact that it has been possible for a considerable 
period to keep the value of the rupee in the neighbourhood of Is. Qd. seems to 
speak for the probability that it will prove possible to maintain this external 
value for the future without having recourse to any measures which would mean 
a deliberate alteration of the internal purchasing power of the rupee. 

The idea that the rupee must necessarily be restored to the pre-War gold 
parity of Is. 4t$. has a striking resemblance to the programme of raising 
depreciated currencies to their pre-War parity, which has played such an 
unfortunate r61e in the recent monetary policy of many European co un tries 
If no better reason can be given for choosing Is. 4d. as the value at which the 
rupee should be stabilised, the idea ought to be abandoned, and the sooner the 
better. ■ If on closer investigation it is shown that the present purchasing power 
parity of the rupee lies in the neighbourhood of Is. 6c?. a lowering of the value 
of the rupee from Is. 6 d. to Is. 4c?. means a process of inflation which is just as 
harmful as the deflation which in some European countries would be required in 
order to raise the value of the currency to a higher pre-War level. The leading 
principle must be to stabilise every currency at its present value. Where there is 
some uncertainty with regard to this value, where, for instance, there is a 
difference between the external and the internal value, we have to choose such a 
stabilisation rate as will cause the least possible disturbance. 

The stabilisation of an abstract unit of value at a fixed gold parity is a 
programme the practical possibility of which is proved by long experience. In 
fact, the pre-War rupee was for many years kept in a stable relation to the British 
currency, and after the War it has proved possible to stabilise even the most ruined 
paper currencies at a certain gold value. The failure of the recommendations of 
the Babington-Smith Committee should not be taken as a proof of any insuperable 
difficulty in the problem. In 1919 an effort to give the rupee a fixed gold value 
was absolutely premature. The value of gold itself was then subject to the most 
violent variations that have occurred in historic times, and the conditions of 
international trade were still extremely unstable. In these respects th<* present 
situation is radically different. Since the great deflation in 1920-21 the value 
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of gold from the middle of 1922 has attained a remarkable stability. The British 
currency has been restored to its gold parity, and the commercial world, with 
minor exceptions, has settled down to work on a gold standard basis. At the same 
time, in spite of all hindrances, international trade is returning once more to 
fairly regular conditions, at least in regard to its means of payment and of their 
general purchasing power. Under such circumstances it must be said that the 
time is now ripe for fixing the gold value of the rupee at the level at which it has 
already begun to stabilise itself. The only real danger which from the side o£ 
gold could threaten such a stabilisation as the scheme for introducing a gold 
standard in India which has been criticised above. Such a policy would 
undoubtedly expose the value of gold to serious and almost incalculable altera- 
tions, and would, therefore, make the maintenance of a fixed gold value of the 
rupee both a difficult and dangerous undertaking. 

There seems to be no doubt that the rate of stabilisation chosen by 
the Babington-Smith Committee, viz. — 2s. gold for the rupee, meant a very con- 
siderable over-valuation of the rupee in comparison with its purchasing power 
parity with gold at that time. But any attempt to maintain a much higher 
exchange value for a currency than corresponds to its internal purchasing power 
is inevitably doomed to failure, particularly if it is not backed by the most severe 
measures to contract the currency and thus to increase its internal purchasing 
power. An artificially high exchange value can only result in the balance of 
trade being turned against the country. This was precisely what happened in 
India. Here again the inevitable failure of the Babington-Smith experiment 
should not be allowed to discredit a rational policy aiming at the stabilisation 
of the rupee at a value truly corresponding to its actual purchasing power. The 
Babington-Smith stabilisation policy was also so far premature that India had 
not yet at that time a central bank entrusted with the power to regulate the whole 
currency of the country. 

A gold standard is in its essence an abstract standard where the price of 
.gold has been fixed, not absolutely, but so far that variations of the price are 
restricted within very narrow limits. This is the same as to say that the unit 
of the currency has an approximately fixed gold value. The fact that the unit 
of the currency is in such a way connected with gold is what essentially 
characterises the gold standard. All other traditional attributes of the gold 
standard are of entirely subordinate importance. After the great revolution in 
the world’s monetary system, the fixed gold parity stands out more clearly than 
ever as the only lasting and necessary feature of the gold standard. The new 
British currency system is an expression for that purification of the conception 
of the gold standard which has now taken place. According to this view, a rupee 
stabilised at the value of Is. 6d. is essentially a gold standard. To combine the 
introduction of such a gold standard with a series of measures of a merely con- 
ventional character is, in fact, to go back to the ideas of the gold standard which 
prevailed in the monetary reforms of the ’seventies of the last century. 

Among unnecessary accessories of the gold standard is particularly to be 
reckoned the introduction of gold coins in the circulation. Sweden has never 
■allowed herself such a luxury and still has always been able to maintain her gold 
standard in a very satisfactory state, except for the period of War disturbances. 
India ought to refrain from the use of gold as a circulating medium not only 
because it is too expensive, but also because an Indian demand for gold for that 
purpose would, as explained above, mean an intolerable aggravation of the 
•scarcity of gold for the world at large. 

Another measure prescribed by the traditional etiquette of the gold 
standard is the abolition of the full legal tender character of silver coins. It is 
difficult to tell what practical purpose this measure would serve. The theoretical 
motive is of course that silver coins, the metallic value of which is considerably 
less than their face value should not be recognized as means of payment to 
•unlimited amounts. But bank notes have no intrinsic value at all and.stiil usually 
possess the quality of unlimited legal tender. As long as a currency is kept in a 
definite parity with gold it is obviously of quite secondary importance what me ans 
of payment are used. What are the real drawbacks of using silver ? It is true 
that if the value of silver should fall, the silver coins would have a reduced 
intrinsic value. But this is quite irrelevant, as they are not taken for their metallic 
content, but as representatives of the rupee. Again, if the value of silver should 
rise, this movement is equally irrelevant as long as the silver value of the rupee 
does not exceed its fixed external value. In the latter case, some inconveniences 
would be caused by the disappearance of silver coins from circulation. But such 
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an event is not very probable. The fact that it has happened in a period when the- 
value of gold was extraordinarily depressed and the internal purchasing power 
of the pound sterling was still more reduced, does not make the return of such 
an event more probable.* As has been explained above, gold is most likely to rise 
in value in future, and therefore the metallic value of the silver rupee in terms 
of gold is more likely to fall beneath the present level of slightly more than lid. 
than to rise above it. If the rupee is stabilised at a gold value of 18 d., the margin 
for a possible rise in the price of silver seems to be broad enough. It is therefore 
quite unnecessary for India in any way to alter the legal tender capacity of the 
silver coins. The most important interest of India in this respect is not to depress 
the value of silver by quite unnecessary measures tending to a further demoneti- 
sation of silver. 

Thus there is no need for radical alterations in existing conditions. India 
can have a stabilised standard on a gold basis without much fresh legislation, 
merely by a rational development of its present monetary system. The value of the 
rupee should be kept in a constant relation to that of gold, the parity being, say, 
Is. 6d. gold, and only very small variations over and beneath this parity being 
allowed. The circulation should consist of silver rupees and of bank notes, both 
having the character of unlimited legal tender. The value of the rupee should 
be secured fundamentally by a sufficient limitation in the supply of these means 
of payment. This supply should in its entirety be regulated by the central bank, 
and fresh means of payment, whether in the form of notes or silver rupees should 
be put into the hands of the public exclusively in the form of advances by the 
Central Bank. From the present point of view, there is no difference between 
silver coins and bank notes, and therefore no dualism in the conditions under 
which they are supplied to the public can be justified. Particularly it is of 
primary importance that the Government should be excluded from any possibility 
of increasing the circulation by issuing means of payment to the public, whether 
in the form of notes or rupees, printed or coined for the purpose. Government 
finance must not depend on any such means for creating purchasing power. 

Of course, it is an advantage for India to make the fullest possible use of 
bank notes in her circulation. To this end the system of banking should be 
methodically extended over the whole country, and people should be encouraged 
to keep their private reserves in banks or in saving certificates or other invest- 
ments. When this becomes a general custom people will find it quite natural to 
use bank notes for their payments. In this way, if at all, it will be possible to. 
combat the habit of hoarding, which is, perhaps, the most important cause of 
the poverty of the Indian people and the greatest hindrance to a strong economic 
development of the country. The agricultural population of India ought, of 
course, to use their savings primarily for the direct improvement of agriculture, 
and every facility should be given to supply the Indian peasant with the necessary 
credits for improvements beyond the limits of his personal savings. If this were 
done the need for hoarding would be very much reduced, and India could use her 
present export surplus to buy agricultural machinery and implements, iron and 
steel and such things, instead of unnecessary precious metals. In fact, the Royal 
Commission on Indian Agriculture seems to be the body which can do most to 
rationalise the habits of the Indian people with regard to the use of currency. 

If the note circulation is to play a preponderant part in the Indian monetary 
system, it is natural that the regulations with regard to the reserve for this note 
circulation should require close attention. However, first of all it is necessary to 
make clear what is the purpose of the reserve. The old idea that the reserve in 
some mysterious way supports the circulation, or is a foundation of its value, has 
to be abandoned. No reserve can give a currency a higher value than it has on 
the basis of a distinct scarcity in the supply of means of payment. The function 
of the reserve as regards the value of the currency can only be to prevent the- 
small fluctuations in the exchange which can take place even when the internal 
purchasing power of the currency is kept at its right value. For this purpose the 
reserve must be able to furnish such amounts of foreign currency as may be 
demanded at any moment. Further, the reserve has, of course, to supply the 
people with the silver coins that may be requird. 

, n * E l en , t H llisrh prioe of 78 . d * per st a nda rd ounce -which was attained on the 17th of December, 
19X9, and which made such, an impression on the Babington-Smith Committee corresponded only 
to the general rise of British commodity prices, i.e. to the depreciation of sterling in terms of 
commodities. Reckoned in commodities the value of silver was at that time by no means 
extraordinarily high. 
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The reserve must protect the silver circulation as well as the note 
circulation. There can be no line of demarcation between these two 
functions. Therefore, there should be only one reserve. This common 
reserve should, as said before, contai n a certain amount of silver rupees 
in order that the notes should always be convertible into coins. It is an open 
question whether the Bank of India should be obliged to sell gold in bars at 
a fixed maximum price. If this is regarded as desirable the reserve ought 
to contain a suitable amount of gold in bars held in India. It is not necessary 
that this amount should be very large. F or if any demand for gold should appear 
it would always be possible within a short time to increase the gold holdings in 
India by importation. 

For the rest, the common reserve would only have the f un ction of guarantee- 
ing that exchange could always be sold at a price in the neighbourhood of the 
fixed par of the rupee. For this purpose it is convenient to have reserves in 
those foreign financial centres on which the demand for exchange us uall y pre- 
ponderates. For India, by far the most important external financial centre is, 
of course, London, and it is, therefore, quite natural that the reserve, which has 
to guarantee the external stability of the Indian currency, should to a great 
extent be kept in London. However, it seems natural to keep a part of the 
reserve in New York, and, on the whole, it seems to me that the authorities of the 
Bank of India ought to have some discretion in the choice of the location of the 
reserve. 

Once the purpose of the reserve is made clear, it is not necessary to say 
much about the composition of the reserve. There is obviously no reason for 
laying up a huge store of metallic gold. Except for the limited amount that would 
be required in India for selling gold bars at demand, there would be no need for 
gold in the reserve. The foreign assets, which should be at immediate disposal 
for meeting exchange demands, could most conveniently consist of deposits 
with banks in London and other financial centres. The traditional metallic fund, 
which is never to be touched, seems to be a rather senseless idol, too costly to be 
worshipped by a modern people. 

The most natural cover for bank notes or silver coins in the circulation is 
without doubt regular trade bills with short maturity, serving as a self- 
liquidating asset. Indian domestic bills of this description should naturally 
form an essential part of the cover kept against the circulation. Another part 
of the reserve could conveniently consist of general trade bills in sterling and 
dollars, held in India or abroad. There seems to be no sufficient foundation for 
the idea that a part of the reserve ought necessarily to be invested in Govern- 
ment securities. If these securities are those of the country itself the system 
involves obvious dangers, and should in principle be abandoned. However, a 
concession to the existing conditions can be made in so far as a strictly limited 
amount of Indian Government securities may be allowed to form part of the 
reserve. To the practice of investing part of the reserve in securities of other 
Governments within the British Empire there are not the same objections, 
provided only short-term maturities are selected. 

Finally I desire to emphasize the importance of making the Central Bank 
absolutely independent of the financial interests of the Government. There 
must be a clear distinction between the functions of the Treasury and the functions- 
of the Bank. The Government should meet its expenses from taxes and other- 
sources of real income, or from genuine loans from the public, but should have no- 
opportunity of creating fresh means of payment for the purpose. The Govern- 
ment should also in the ordinary way of business buy from the Bank such amount® 
of sterling exchange as they may require from time to time for payments in 
London. If it is considered necessary that the Bank should extend credits to the 
Government, there should be a narrow and definite limit to such credits. 

When the whole circulation is regulated by the Bank and fresh means of 
payment are only issued as advances of the Bank, the circulation will attain its 
proper elasticity. On the one hand, trade’s extraordinary need for currency will 
be satisfied by seasonal extensions of the Bank’s advances, and on the other hand, 
a superfluous currency will be contracted in a natural and smooth way by the 
repayment of such advances. Under such conditions a wise bank policy will be 
able to prevent any depreciation of the Indian money, and the fiduciary character 
of the currency will in no way impair the stability of its value. 
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^Letter dated 30th April 1926, from Mr. J. Pierpont Morgan, of 
New York, to the Secretaries to the Royal Commission on 
Indian Currency and Finance. 

I have received your letter of 20th April containing the questionnaire entitled 
“ Proposed questions to be asked the American witnesses by the Chairman of the 
Royal Commission on Indian Currency and Finance,” and, “Particulars of a scheme 
for a Gold Currency for India, which has been suggested to the Commission in 
evidence,” which I have read with great interest. 

I regret that it is not possible for me to be in Loudon before the end of the 
summer, so that I cannot appear in person before the Commission. Furthermore, 
as I am not an economist or a statistician, but only a practical banker, I do not feel 
that I could attempt to answer all the very interesting and important questions 
included in the questionnaire ; but the questionnaire itself, and the proposed plan, 
give rise, in my mind, to very serious question as to the possibility of a successful 
working out of a plan of this vast proportion and importance without more accurate 
knowledge of the effort required to produce the final result than would seem to be 
obtainable even by the best statisticians. 

Putting the general matter on one side, however, and coming to concrete comment, 
I would suggest that the proposal woulcj. be generally understood as tending to 
decrease the value of silver and its buying power over commodities ; and, as India is 
the largest owner of silver already produced, and America is the largest producer 
of silver in the world, it would seem that both India and America would look with 
great concern upon a step which would tend to depreciate the value of silver. 

I would refer to the fact that after the Franco-German War of 1870, when Germany 
demonetised its silver and established a gold currency, there was a long period of 
world-wide liquidation which enhanced the value of gold, or, in other words, caused a 
fall of prices everywhere, and lowered the value of silver. 

The foregoing doubts would naturally be present in the minds of well-informed 
people in this country and would, therefore, have an important bearing on the 
single question which I feel competent to answer. This question is B, No. 9, which 
reads as follows : — 

“Would a proposal by the Government of India to obtain such credits in 
New York for the purpose of carrying out the scheme referred to (for putting 
gold into circulation in India, concurrently with the sale of silver) be likely to 
encounter any such difficulty as would make it undesirable to contemplate 
that step ? ” 

In answering this question I may say that — 

(1) as I believe the expectation of the enhanced and accelerated demand for 

gold in India will have a general deflationary influence and embarrass 
monetary reconstruction in Europe, and 

(2) as it is certain that the sales of silver by the Indian Government will have 

a serious effect on the price of that metal, of which America is the largest 
producer, and, inversely, upon other metals of which silver is a by-product, 
and 

(3) since it seems doubtful that the Indian Government can measure with 

exactness either the total amount of gold which would be needed to carry 
out this plan, or the rapidity with which the gold would be used, and there 
would, therefore, be a corresponding degree of uncertainty as to the amount 
of credit required in the United States and the rate at which the gold would 
be withdrawn from that market, ° 

it is my definite opinion that the proposal of such credits would encounter such serious 
opposition in the United States as would certainly make it extremely difficult atid 
probably even impossible to .give India any assurance that she could float the necessary 
loans or obtain the necessary credits in this co un try. 

I sincerely hope that the foregoing observations may be of some assistance to the 
Commission in connection with the important inquiries that it has in hand. 
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Statement of evidence submitted by Mr. Jas. S. Alexander, Chairman 
of the National Bank of Commerce in New York. 


There is presented to me for consideration two documents : a project which has 
been presented to the Commission and a questionnaire prepared by the Commission 
designed to bring to light the probable effect of the adoption of the project. The- 
project as outlined suggests problems of extraordinary complexity. Because of t.Tn'a 
complexity and because of the lack of necessary basic data, it is impossible to 
approximate an accurate estimate of the probable effect of its adoption. It possesses, 
however, some highly important potentialities which may profitably be discussed. 

The Commission has asked me to answer a series of questions based upon the 
outline of the project, and to aid in the discussion of the questions has made 
assumptions as to the volume of gold required to carry out the project. 

The assumptions give a somewhat more definite basis for discussion, but this 
basis is necessarily hypothetical. To answer the questions upon the basis of these 
assumptions would be to give a series of answers that might leave out important 
points upon which the effect of the adoption of the project might, turn. 

There is another reason why it is impossible to give satisfactory answers to most 
of these questions. Many of the important questions are so inter-related that before 
a definite answer can be given to any one, we must have answered the others. .For 
example, the answer to the question as to American banking attitude would depend 
upon the probable effect of the project upon both American and European credit 
conditions, which would depend upon international fund movements, which would 
depend partly upon European currency conditions, which would depend upon the 
effect of the Indian demand upon the reserves of Great Britain and continental 
countries, which would depend upon the use which India would make of its reserves 
in London and upon the other means which India would resort to to obtain additional 
gold, which would depend upon the Indian demand for gold under the new scheme — 
all of which, it appears, would depend to no small extent upon the indefinite and 
intangible factor of Indian psychology operating under a new condition with respect 
to the use of gold. Moreover, at every point in this sequence of dependencies there 
are other uncertain points which might alter the trend of events at any succeeding 
point. 

When we consider any of the other important questions, such as the cost of the project 
to India, direct and indirect, the effect, of the project upon the silver market, upon the- 
stability of the gold standard, upon the gold price level and upon wages, standards 
of living, &c., we are confronted with a similar series of sequences at points in each 
of which are to be found other uncertain and immeasurable factors. 

Notwithstanding the uncertainty as’ to the result of the adoption of the project* 
there is clearly inherent in it potentialities of great importance to India and to the 
rest of the world, and it is practicable to point out some of the possible consequences 
of the adoption of the project. 

The Commission’s questions all point to six general lines of inquiry : — 

(1) the effect of the adoption of the project directly upon the stability of the 

currency of leading nations ; 

(2) the effect of the adoption upon the gold standard throughout the world and 

upon the value of gold, and, therefore, upon the trend of price levels, 

trend of wages, &c. ; 

(3) the effect upon the silver market and upon the silver and allied industries 

and possible repercussions upon other industries ; 

(4) the effect upon Iudia particularly — the cost of the project and the reactions 

of consequent world readjustments upon India ; 

(5) the effect upon credit conditions in the United States and in other leading 

countries and the attitude of these countries toward loans to India ; 

(6) the advisability of selecting the present as the time for entering upon the 

project. 


In approaching any of theso lines of inquiry, it at once becomes clear that, before 
a conclusion can be formulated, one must have a definite notion as to three main, 
points necessarily involved in the plan, namely : — 

(1) the volume of gold which India would absorb under the new scheme ; 

(2) the sources whence this gold would be drawn ; 

(3) the means taken to acquire this gold. 

.A. 3 > 
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In view of the mal-distribution of gold occasioned by the war and post-war period, 
and particularly the large gold reserves lying in the federal Reserve vaults, we in 
America have looked with favour upon developments calculated to assist other nations 
to return to the gold standard and to bring about a more nearly normal distribution 
•of gold. Having in mind the habits of most countries with respect to gold and the 
present tendency in many countries to economise in the use of gold, we have felt that 
the withdrawal of gold from the United States would not occur in such volume at any 
one time as to cause serious disturbance in this country. In general, our attitude is 
•one of close sympathy with the plans of any nation directed toward the restoration of 
the gold standard. As soon as we approach the larger aspects of the present Indian 
project, however, we are confronted with the fact that this project, because of its 
tremendous potentialities, constitutes a problem entirely different from any of the 
gold standard problems raised in Europe, or, indeed, in other parts of the world. 

The first line of inquiry, as indicated above, is the amount of gold which India 
would require for carrying out the project and for maintaining it. India has 
tremendous hoards of gold— clearly an amount in excess of that which would be 
required in America or Europe to sustain under a complete gold standard a volume 
•of business equal to that of India’s. If it were possible for India to mobilise the gold 
now in the country and to utilise it for monetary purposes along lines similar to those 
of America or European countries, it would not be necessary for India to call upon 
the outside world for gold in addition to normal requirements. In this event, it is 
conceivable that India could adopt the gold standard without causing a serious 
disturbance of the value of gold or of the currency and trade conditions in other 
•countries. 

Whether such an accomplishment is at all within the range of possibilities is a 
question which certainly no one, not having had long intimate contact with Indian 
life, can answer. Such information as has been given by authorities on Indian 
currency and by foreigners who have had long experience in India raises grave doubt 
as to the possibility of such an accomplishment. 

That there is some doubt on this point in the Commission’s mind is evidenced by 
the assumptions in the questionnaire that the project would “involve the absorption 
by India of about £103,000,000 of gold (in addition to normal requirements for arts, 
hoards, &c.”), of which it is assumed that £50,000,000 would be required withiu a 
year. Whether the cariying out of the project would require this amount or much 
less or indeed very much more, and whether the sustaining of the plan once it was 
initiated would require a .much more rapid accumulation of gold than that suggested, 
depends so much more upon the unknown factor of the Indian psychology that it 
seems that no opinion could be of very great value. 

If, however, we assume, as the Commission has requested, that the possible 
additional absorption of gold could be limited to the amount suggested in the 
questionnaire, we have a basis for discussion, albeit hypothetical. W e should bear 
in mind that from the purely quantitative aspect the importance of such absorption 
of gold would depend upon the amount of gold still to be required by Europe before the 
programs for stabilisation now under way could be carried forward to completion. It 
should be borne in mind that of the 25 countries of Europe, only about one-half are 
upon any form of gold basis, and that among the nations comprising this one-half are 
several whose complete programs have not yet been carried out and some whose 
•economic and financial conditions are such that in the case of any considerable shock 
the continued stability of the currency could not assuredly be maintained. 

Just how much more gold European nations will require when the final 
stabilisation plans have been completed, it is now impossible to say. The uncertainty 
existing as to the policy which numerous European nations will find it necessary to 
follow with respect to the substitution of foreign exchange holdings for gold, together 
■with the impossibility of knowing to what extent European peoples will return to 
hand-to-hand circulation of gold — these uncertainties render it impossible to estimate 
the probable European demand for gold. 

Owing to the strength of the American gold reserves, it would be practicable, if 
carried out gradually, for America to part with 500 million dollars of gold, providing 
the prospective European demand remained within the limitations now in sight. 

In this connection, however, we should not forget the extraordinary absorption by 
India during the last three years. Before the war India normally absorbed between 
10 and 20 per cent, of the world’s annual production. Within the last three years she 
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lias absorbed an average of about half of the world's production. It seems improbable 
that such an absorption of gold as that recently occurring in India, in the light of the 
reduced world output of gold as compared with that of the pre-war, could have been 
possible had European nations returned to a normal gold basis without occasioning an 
extreme shortage of gold and affecting world price levels. 

If India could restrict her ordinary absorption of gold to the average proportions, 
before the war, and if European nations, through economies in the use of gold, could, 
return to the gold standard by the use ot a relatively less amount of gold than before 
the war, then it is conceivable that India, by utilising part of her recent excess 
importations and perhaps some moderate excess importations in the future, might 
adopt the gold standard without impeding European recovery and without disturbing- 
world price levels. This conclusion, however, rests upon two debatable assumptions, 
namely, a restricted use of gold in Europe, and, second, the return of India to ordinary 
gold requirements for her ordinary purposes. Notwithstanding the explanations 
which have been given for the recent extraordinary absorption of gold by India, it 
would appear that India’s future demand for gold for so-called normal purposes must 
remain uncertain. In summary, the answer to one of the most fundamental questions,, 
namely, the amount of gold which India would absorb, must be that clearly we cannot 
know in advance. 

From the point of view of the effect of the Indian project upon the stability 
of European currencies and upon the* trend of trade, and from that of possible- 
repercussions upon India and the United States, the factor which is at this time fully 
as important as the amount of gold to be absorbed by India is the sources from which 
India would withdraw this gold. 

If the gold absorption by India could be limited to the amounts suggested iu the 
questionnaire, and if the gold could be withdrawn from America in such a way as not 
to curtail American credit extensions to Europe, the transfer might be made without 
any considerable disturbance to world currency conditions. However, it is not at all 
clear just how this could be done. Inasmuch as there exists no excess reserves in. 
the commercial banking system of America, the excess gold all being lodged with the 
Federal Reserve system, and inasmuch as short of a direct gold loan by the Federal 
Reserve Banks to India (a project that appears highly improbable) there is no means 
whereby the gold can be shipped from America without causing a contraction of' 
credit in this country amounting to anywhere from to 10 times the amount of the 
gold shipped out, it is highly unlikely that any considerable amount of gold could be 
shipped from this countiy without causing a contraction of American credits to- 
Europe unless the Federal Reserve system should see fit to place additional credit in 
the market by buying securities or to establish such rates concerning rediscounts as- 
to render it profitable for American banks to increase their indebtedness to the- 
Federal Reserve system and thus to rely upon additional borrowings from the Federal 
Reserve system to replenish losses incident to the outflow of gold. 

It is impossible for an individual banker or a group of bankers to forecast what 
Federal Reserve policy in this respect might be. In view of the high degree of 
uncertainty existing in the Indian proposal and the possibilities for unfavourable- 
repercussions upon European and American business and finance, it is difficult to 
see how the Federal Reserve banks could co-operate in the carrying out of this plan. 
In the event that the plan -were initiated and the stability of European credit 
conditions threatened, it might be necessary for the Reserve system to support the 
European situation. There might, however, develop limits to which the Reserve 
system could co-operate if the European situation became too serious. If the Federal 
Reserve system did not make a direct loan to India, or by open market operations or 
favourable discount rates did not make it possible to offset credit restrictions incident 
to outgoing gold, then there would occur a contraction of credits to Europe. Whether 
the gold were drawn from New York under these conditions, therefore, or whether it 
were withdrawn directly from Europe, the chief burden of the gold drain to India 
would appear to rest principally upon G-reat Britain in the first instance and probably 
to some extent, possibly to a considerable extent, upon several continental countries 
in the second instance. 

And this brings me to what appears to my mind to be the most important aspect 
of this whole project, namely, the far-reaching possibilities of a present drain upon 
the gold reserves of Europe. After 10 years of chaos in the currency of many of 
the principal countries of the world we are only just now getting back to a 
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measurable degree of stability. As previously indicated, some of the countries 
■which have recently attained stability are still in the convalescent stage, and no one 
can now forecast how much of a new shock could be withstood. Numerous other 
countries are still struggling with the problem of stability, and their ability to attain 
stability is clearly conditioned uppn the maintenance of recently attained stability in 
other countries. 

In Great Britain the favourable balance of payments has continuously declined 
in the last several years, and while it is probable that Great Britain still has a modest 
favourable balance of payments, the trend of the trade balance raises apprehension 
as to the future. Germany is still going through a process of rigorous readjustment. 
In Italy the currency is not yet stabilised, and the recent adverse movement of trade 
leaves a measure of uncertainty. The present distressing situation in both France 
and Belgium needs no comment. Poland has once more slipped back into the 
condition of marked instability. Norway and Denmark have recently made 
considerable progress, but the final stability of the currency has not yet been 
-attained in either country. In both Austria and Hungary the outlook appears to be 
favourable, providing no untoward event occurs which might shake confidence in the 
general European situation, and lead to an attempt of foreign banks to withdraw 
credits extended to these countries. It is agreed in both of these countries that any 
such attempt might cause serious embarrassment. Several small countries, including 
•Switzerland, Holland, Sweden and Finland* appear to be firmly established upon 
the gold basis, but it would be difficult to forecast how well even these countries 
could withstand the reactions from a severe strain placed upon other continental 
countries. 

It is impossible to forecast to what extent a serious drain upon London would 
result in a drain of English funds from the Continent and thus in a movement on the 
■part of continental countries to prevent the outflow of their reserves. Again, the 
possible repercussion of such a movement upon the credit of Europe in America, and 
upon the trade movements, of Europe and of the world, cannot be approximated. And 
this suggests what I conceive to be the most dangerous aspect of seriously considering 
the. adoption of the Indian project at this time, namely, the high degree of uncertainty 
which it injects into the whole European situation. It is this element of uncertainty 
which, more than anything else, might serve to destroy the reviving confidence in 
Europe. 

The third consideration that goes to the root of some of the questions listed in the 
questionnaire is the means to be taken to acquire this gold. If we assume that the 
gold required for the scheme will be in excess of that which would be imported and 
paid for in the usual way by the favourable annual balance cn international account, 
there appears three theoretical ways that this gold could be secured : — 

(1) By a loan from the Federal Reserve banks. 

(2) By a private loan in Great Britain or in the United States. 

(3) By utilising present Indian assets, including Indian reserves in London, and 

the Indian silver holdings. 

As already indicated, it may be assumed, I should think, that the Federal Reserve 
"banks could not consider a loan to India for this purpose— certainly not at this time, 
and not until the project could be modified in such a way as to give definite assurance 
■of no untoward effects upon business and finance in America and in Europe. 

Concerning the second suggestion, much the same should be said. American 
banks, could not advance money for a project that threatened to bring disturbance to 
American business, nor could they be expected to recommend such a loan to the 
American investing public. For somewhat analogous reasons it would seem unlikely 
that the British or continental banks or investors would at this time seriously consider 
a loan for this purpose. 

India would, I think, find it necessary to rely upon sources within her own 
domains or upon balances she possesses or might accumulate abroad. How far India 
could embark upon the project by the aid of balances now held abroad it is impossible 
to say, but if the project proved to be disturbing to world currency and trade 
conditions, the resulting depression in other countries might be so reflected upon. 
Indian trade as to prevent her accumulation of additional balances abroad with which 
to purchase the additional gold needed to support the project. 
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There remains one important means, namely, the sale of a large part of India’s 
•silver holdings in the world’s markets. It is suggested by the memorandum that 
such sale as is proposed might cause the decline of silver to 24 d. There are so 
many factors of uncertainty in the project that it would appear that any estimate as to 
the level that the price of silver would reach before it could be stabilised must at this 
time, or until the project was well under way, necessarily be little more than pure 
.guess. When one considers the place which India occupies in the world consumption 
of silver — in recent years she has taken about one-third of the world’s annual 
iproduction — he cannot resist the conclusion that the closing of the Indian market 
would bring a collapse in the world’s silver market and the downward plunge of the 
price of silver. When one adds to this the prospect of India’s dumping upon the 
world annually for a period of 30 years an additional amount of silver equal to about 
• one-third of the world’s total annual production, the prospect for price demoralisation 
becomes immeasurably increased. It is, of course, true that any sudden decline in 
the price of silver would restrict silver production, and this restriction would in time 
bring the decline of the price to a halt. In this connection, however, it should be 
borne in mind that an important part of the silver production in America results 
as a by-product from the mining of copper and lead, and that notwithstanding the 
■decline of the price of silver the continued production of a certain amount of silver in 
those industries even at a loss must continue. No one can determine in advance the 
point at which the decline in the price of silver could be stopped. 

While, as I have said, I believe any estimate must be of little or no value because 
of the many unknown factors, my judgment is that the price of silver would decline 
far below 24 d. It would appear to be well within the range of possibility that the 
price might fall as low as 3.5 d. and even lower. 

This all presupposes, of course, that the Indian Government would continue to sell 
silver until it had disposed of the amount suggested in the project. As a matter of 
fact, the rapid decline of the value of silver would, in my judgment, bring about such 
a loss in the value of the Indian silver holdings, including hoards, as greatly to 
impede the carrying out of the project. 

It would now be possible to go into some detail regarding the six main propositions 
into which the questions asked by the Commission resolve themselves, and which are 
-set forth on page 1. I think, however, that the answer which can be made to these 
•questions has been fairly well indicated in the preceding discussion. The outstanding 
point appears to be the high degree of uncertainty that would arise from the adoption 
•of the project — particularly at this time. 

No one, of course, can question that India has clearly as much right to adopt the 
gold standard as any other country. However, no nation should consider a serious 
readjustment of the currency without taking into account the relation of the project 
to the stability of the currencies in other countries. This is particularly true with 
respect to the gold standard, which affects so many nations — in fact, the present and 
future of the entire world. Any step which would endanger the stability of other 
•countries must necessarily lessen the value of the gold standard and ultimately react 
upon India. My conclusions are, therefore, that India in working toward the gold 
standard should adjust her plans in such a way as not ultimately to disturb the gold 
price level, and that the time selected for the adoption of the gold standard should be 
when the currencies of other important countries formerly upon the gold standard are 
more firmly established upon the old basis. The present time is clearly inopportune, 
and I believe that if an attempt were made to carry out the project in its present form 
at this time the direct and indirect losses which would accrue to India would outweigh 
any possible gains. 
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APPENDIX 95. 

Documents circulated to IHTitnesses in the United Kingdom and the 

United States of America. 


A. 

Copy of a Memorandum circulated to Witnesses in India. 

The following memorandum, indicating the main questions which will come under 
the consideration of the Royal Commission on Indian Currency and Finance under 
its terms of reference, is published in order to assist intending witnesses in the 
preparation of their evidence. It is not to be regarded as exhaustive, nor is it desired 
that each witness should necessarily attempt to deal with all the questions raised : — 

(1) Is the time ripe for a solution of the problems of Indian Currency and Exchange 
by measures for stabilisation of the rupee or otherwise? 

What is the comparative importance of stability in internal prices and in foreign 
exchanges ? 

What are the effects of a rising and a falling rupee, and of a stable high or low 
rupee, on trade and industry (including agriculture) and on national finance ? 

(2) In relation to what standard and at what rate should the rupee be stabilised, . 
if at all ? 

When should any decision as to stabilisation take effect ? 

(3) If the rate selected differs materially from the present rate, how should the 
transition be achieved ? 

(4) What measures should be adopted to maintain the rupee at the rate selected ? 

Should the Gold Exchange Standard system in force before the war be continued, 

and with what modifications, if any ? 

What should be the composition, size, location, and employment of a Gold Standard 
Reserve ? 

(5) Who should be charged with the control of the note issue, and on what 
principles ? Should control or management be transferred to the Imperial Bank of 
India, and, if so, what should be the general terms of the transfer ? 

What provisions should be made as to the backing of the note issue ? 

What should be the facilities for the encashment of notes ? 

What should be the policy as to the issue of notes of small values ? 

(6) What should be the policy as to the minting of gold in India and the use of 
gold as currency ? 

Should the obligation be undertaken to give gold for rupees ? 

(7) By what method should the remittance operations of the Government of India 
be conducted? 

Should they be managed by the Imperial Bank ? 

(8) Are any, and, if so, what, measures desirable to secure greater elasticity in 
meeting seasonal demands for currency ? 

Should any, and, if so, what, conditions be prescribed with regard to the issue of 
currency against hundis ? 

(9) Should any change be made in existing methods for the purchase of silver ? 

Note. — The above questions were circulated to witnesses in India. As the result 
of the oral and written evidence received in India, the relative emphasis to be laid on 
the various matters dealt with has become clearer, and accordingly the attached 
memorandum and supplementary list of “ Questions to be asked by the Chairman ” 
have been prepared for the information of witnesses. 


B. 

Memorandum entitled “A proposed Scheme for a Gold Standard for India.” 

The following outlines of a gold standard system, on the assumption that the 
management of the paper currency and the conduct of the remittance operations of 
Government are transferred to the Imperial Bank of India, have been brought to the 
notice of the Commission. It is considered that it will assist the examination of 
witnesses if they are in possession of these outlines, and this memorandum is 
accordingly communicated for the personal information of witnesses. It should be 
understood that its contents are strictly confidential, and that its proposals do not in. 
any way emanate from the Commission. 
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Details of the Scheme. 

2. The details of the scheme, after its complete introduction, are as follows : — 

(а) Gold coin and bank notes to be unlimited legal tender and silver rupees up to 
Rs. 50 only. 

(б) Government to be under statutory obligation to give gold coin in exchange 
for gold bullion at any time on payment of a seignorage to cover minting charges. 

(c) The Imperial Bank to be under a statutory obligation to buy gold in the same 
■way as the Bank of England and at a price fixed on a similar basis. 

(d) Bank notes to be payable on demand in gold coin. 

(e) The constitution of the new reserve to be as follows : — 

(i) Gold holdings ordinarily to be not less than 30 per cent, of gross circulation, 

but may be reduced to 20 per cent, on payment by Bank of a tax of 6 per 
cent, on amount by which invested portion exceeds 70 per cent. 

(ii) A.t least 20 per cent, of invested portion to be gold securities or trade bills 

drawn in India in sterling and having a currency of not more than three 
months. 

'(iii) Remaining investments to be Government of India securities up to a 
maximum of 90 crores and internal trade bills or other self-liquidating 
securities. 

(/) The Bank to undertake to keep the Secretary of State supplied with funds to 
meet the sterling charges of Government. 

Difficulties in immediate Introduction of full Gold Standard. 

' 3. The rupee cannot be limited as legal tender as proposed above unless an 
-opportunity be first given of converting the rupee holdings into gold. The magnitude 
•of this liability is indeterminate, because it is not possible to estimate with accuracy 
the amount of rupees outstanding and the portion thereof which would be presented 
for conversion. Based on the best possible method of calculating these amounts, it 
has been suggested that the maximum number of rupees outstanding is about 
350 crores, of which, at the average rate of 5 per head of population, about 150 crores 
will be required for circulation if the rupee became limited legal tender. Of the 
balance of 200 crores, 90 crores are in the Government’s currency reserve, and the 
b ala nce will be presented for conversion into gold. It would not be possible to 
provide for the immediate conversion of these 200 crores, and it is therefore necessary 
to proceed by stages. 

Introduction of Gold Standard by Stages. 

4. The following stages have accordingly been suggested for the gradual 
introduction of the scheme : — 

(i) A statutory obligation should be imposed on Government to sell to any person 
who makes a demand in that behalf at the Bombay Mint and pays the purchase price 
in any legal tender, gold bullion at a price equivalent to the par of exchange, but 
only in the form of bars containing a fixed minimum weight of fine gold (say, 
400 ozs. troy). A statutory obligation should also be imposed on Government to give, 
in exchange for gold bullion, notes or silver at a price equivalent to the par of 
exchange less a small seignorage charge. 

(ii) A gold coin should be put into circulation, and offered as freely as resources 
■permit in exchange for notes and silver rupees at currency offices, treasuries, and 
branches of the Imperial Bank of India, without any definite obligation to give gold 
•coin for notes or silver rupees being imposed. 

(iii) After a period fixed by statute (say, five years) the liability to give gold coin 
in exchange for notes or rupees, and also for gold bullion on payment of a seignorage, 
should be imposed. 

(iv) After a further period fixed by statute (say, five years) the silver rupee should 
be made legal tender for sums up to a small fixed amount only (say, Rs. 50). 

Sale of Silver. 

5. The amount of fine silver in 200 crores of rupees is about 687 million fine 
ounces and is nearly three times the world’s annual production. It would be 
necessary to spread the sales over a sufficiently long period, not only with the object 
of obtaining a good price for the rupees sold, but also with a view to diminishing the 
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disturbance in countries with a silver currency and the adverse effects on the world’s- 
silver mining industry. It is assumed that the sales may be evenly spread over a 
period of 10 years, the period suggested for the introduction of the full gold standard. 
This would result in an annual sale of about Rs. 20 crores’ worth of silver, which is 
approximately equal to the average net import of silver into India in recent years. 
The average price obtained by the sales may be expected to be not less than 24 d. 
per standard ounce -(against the present price of over 30d.), i.e. half the exchange 
value of the rupee would be realised. The resultant deficiency will be met, in 
respect of the public holding of rupees, by the appropriation of the Gold Standard 
Reserve and in respect of the currency holding by the creation of Government of 
India book debt. 

Total Demand for Gold. 

6. The gold ultimately required for the reserve on the basis of a note circulation 
of 189 '5 crores amounts to 56 '9 crores against which there is at present a guld 
holding of 29 '1 crores in the reserve. The total gold required for introducing the 
scheme in all its stages will thus amount to 27*2 crores for the reserve plus the 
gold required for converting the L10 crores to be tendered by the public, i.e. a total 
of 137 ‘2 crores, or £103 millions. 

Distribution of the Demand, for Gold by Stages. 

7. On the introduction of Stage I in para. 4 above, the extra demand for gold 
would arise only from substitution of gold for rupees already in hoards. Comparatively 
few hoards would be large enough to buy the minimum quantity sold by the currency 
authority, and the hoards would not be brought out suddenly. The bullion merchants 
would probably lay in stocks in anticipation of demand, and the aggregate amount off 
the first demand from bullion merchants and presenters of the larger hoards would 
be about Rs. 50 crores’ worth of gold. As the reserves would have at the inception 
of the scheme a gold holding of about Rs 30 crores, it would be necessary to provide 
another £15 millions of gold at the outset to meet the first demand on the introduction 
of Stage I. The period that would elapse between Stages I and II would depend on 
the progress of conversion of the hoards, and Stage II would be entered on as soon as 
the gold reserves had accumulated to an extent sufficient to enable a gold coin to be 
put into circulation, and to enable the supply of such coin to be kept up continuously. 
During this period the demand for gold may be greater than the supply obtained by 
the sale of silver, and it might become necessary to supplement the supply by external 
borrowing. It seems unlikely that the amount of external borrowing will exceed 
Rs. 30 crores or will be required for a longer period than five years. 

Assuming gold currency had been made freely available during Stage II, Stage III 
would not lead to any -great increase in the demand for gold coin. The introduction 
of Stage IV would probably bring in a few more rupees from hoards, but the 
additional demand would probably not be very large, as the greater part of the 
hoards of rupees would have been replaced by gold during the earlier stages. 

It is unnecessary to attempt to estimate precisely the amount of gold required at 
each stage. For all practical purposes it may be assumed from what has been 
mentioned above that about £15 millions would be required at the time of initiation 
of Stage I, a further £35 millions within a year, and the remaining £53 millions over 
a period of 10 years. 


Cost of the Scheme. 

8. The cost of the scheme finally would represent the difference between the- 
interest on the investments in the reserve as finally constituted and the interest now 
received; this is estimated at 1 crore. The interest on the Government of India 
securities now in the reserve and the interest on the eventual holding of such 
securities do not enter .into the question of the cost to the Government on account of 
the change. During the transition period there would be a further charge on account 
of the carrying on of metallic stocks owing to the gradual conversion of surplus silver 
into gold or gold securities, and the interest on external credits which would probably 
have to be obtained while the gold reserves were being built up. It is estimated that 
the charge during the transitional period would amount during the first five years to- 
about 1-f crores a year. 

9. The chief points fox consideration in connection with this scheme are (i) the 
extra cost involved, (ii) the possibility of getting the gold required and the effect of 
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its withdrawal for the purpose of Indian requirements, particularly the effect upon 
world gold-prices, (iii) the effect of the scheme on the silver market and the possibility 
of realising a reasonable price for the surplus of silver, and (iv) the effect on the 
monetary situation of any miscalculation under any of the headings mentioned in the 
preceding paragraphs. 

Note. — For the purpose of the calculations in this memorandum it has been, 
■assumed that the rate of exchange at which the rupee is stabilised is Is. 6 d. 


C. 

Supplementary list of “ Questions to be asked the American** Witnesses by the 

Chairman.” 

Attention is directed to the plan for the establishment in India of the gold 
standard, with gold coins as an internal medium of exchange, for the reduction of the 
status of the silver rupee to that of a token of limited legal tender, and for the sale of 
silver, set out in the accompanying confidential Memorandum entitled “Proposed 
scheme for a gold standard for India.” 

A . — As to the proposals relating to Gold — 

1. Assuming that these proposals involve the absorption by India of about 
£103,000,000 (_$ 500,000,000) of gold (in addition to normal requirements for the arts, 
hoards, &c.), of which it is assumed £15 millions would be required at the outset, an 
additional £35 millions within a year, and the remainder within 10 years : 

What would be the effect of these proposals — 

(a) on the supplies of credit and rates of interest in America ? 

(b) on the position and policy of the Federal Reserve Board? 

(c) on the position and policy of the Central Banks — 

(1) of those of the European countries which have put the gold or gold 

exchange standard into operation ? 

(2) of those which are aiming at doing so? 

(<£) generally, on the maintenance and restoration of the gold standard in 

European countries ? 

(e) on world gold- prices ? 

(/) on the cost of living and on wages in America, Europe, and India ? 

2. If European countries, and countries overseas whose financial systems are- 
closely tied to European countries, should, as a measure of protection of their gold 
reserves, curtail the supply of credit, what effect would this have upon America 
financially and economically ? 

3. What would be the reaction on India of the consequences which you describe 
in reply to questions 1 and 2 ? 

4. Assuming that the absorption by India of the £103,000,000 sterling of 
additional gold is not spread over a period of 10 years, but takes place more 
rapidly : 

What difference would this circumstance make to the consequences which you 
have described in reply to questions above ? 

5. Can you express any opinion whether, under the scheme in question, the 
absorption of the additional £103,000,000 sterling of gold could in fact be spread 
over the period of 10 years as proposed, or whether it might not have to be supplied 
more rapidly ? 

6. Ass uming that the amount of £103,000,000 sterling of additional gold required 
for India might be substantially increased by the withdrawal of more gold into active 
circulation than is allowed for in the estimates of the scheme : 

What difference would this circumstance make to the consequences which you 
have described in reply to questions 1 and 2 above ? 

7. Can you express any opinion as to the desirability of the proposals of the 
scheme relating to gold, in relation to the interests of India, and particularly in view 
of the cost to India of providing a gold currency by the means proposed ? 

* A similar set of questions, mutatis mutandis, was circulated to witnesses in the United Kingdom. 

B b 
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8. Can yon assist the Commission -with any evidence as to the probable future 
relation between the world’s demaud for gold and its supply, assuming that Indian 
conditions remain unchanged ? 

9- In particular, can you give an estimate of the annual increment to the stock 
of gold for monetary purposes which is needed to keep pace with the economic 
progress of (a) the United States of America, and (6) the rest of the world ? 

10. In how many years will the stock of gold for monetary purposes now held by 
the United States of America, and at present regarded as redundant, be absorbed in 
this manner ? 

B . — As to the proposals of the scheme relating to Silver : — 

1. Can you assist the Commission with any evidence as to the probable future 
relation between the world’s demand for silver and its supply, assuming Indian 
conditions to remain unchanged ? 

2. Assuming the proposals referred to involve the sale over a period of 10 years 
of an amount of silver equal to about three times the present annual world’s 
production : — 

(а) What would be their effect on the silver market ? 

(б) What effect would the proposals have on the markets in copper and other 

base metals ? 

(c) What effect would a fall in the price of silver have on the volume of its 
production ? 

(<£) If a fall has the effect of curtailing production, would it be reasonable to 
suppose that a fall in the price of silver to 24 d. would so contract production 
as to stabilise the price of silver at about that level, and permit of the 
absorption of, say, 20 crores of rupees annually ? 

3. In what respects would American interests be affected by the silver sales in 
question ? 

4. Having regard to the desirability of the co-operation of the United States in 
the carrying through of the plan, how, in your opinion, would it be viewed by the 
Government and the Financial Authorities of the United States of America ? 

5. What difference would the imposition of a duty on the importation of silver 
into India make to the consequences which you describe in reply to questions 1, 2 
and 3 above. 

6. The average annual importation of silver into India for use in the arts, as 
ornaments, and all purposes other than coinage, for the last five years was 81 million 
fine ozs. 

Assuming that the effect of the proposals under consideration, with or without 
the imposition of an import duty, would be substantially to reduce the importation 
of silver into India for these purposes : 

What difference would that circumstance make to the consequences which you 
have described in reply to questions 1, 2, and 3 above ? 

7. Gan you express any opinion as to the desirability of the proposals of the 
•scheme relating to silver, in relation to the interests of India, and in particular the 
•circumstance that silver is a favourite store of values amongst the poorer classes 
there ? 

8. Assuming the Government of India requires to raise credits in order to bridge 
the period between the introduction of a gold currency and the realisation of the 
silver which it would replace, which credits might amount to $ 150 million in New 
York and £23 million in London : 

What considerations, arising either from the nature of the scheme or from 
external circumstances, would militate for and against a proposal by the Government 
of Jjjndia to obtain such credits in New York? 

9. Would a proposal by the Government of India to obtain such credits in New 
York for the purpose of carrying out the scheme referred to (for putting gold into 
circulation in India, concurrently with the sale of silver) be likely to encounter any 
such difficulties as would make it undesirable to contemplate that step ? 

IQ- Assu ming that the credit of $150 million would not be required for a longer 
period than five years, what would be the cost to India of embarking on such a 
credit scheme : 

(1) jf the credit is not required to be actually drawn on ; 

(2) i if the credit is only partially drawn on ? 
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11. It has been suggested that the conversion of silver hoards into gold and the- 
introduction of a gold currency will ultimately lead to a reduction of India’s demand 
for gold for non-currency purposes. If this were assumed to be the case, would any 
modification be necessary in your replies to previous questions ? 

12. It is relevant to the inquiry of the Commission to consider whether the times 
are ripe for a stabilisation of the rupee, at a fixed rate in relation to gold or sterling. 

Do you consider that there is any factor in the financial situation in the United 
States of America which would make it prudent to postpone any such measure for 
stabilisation ? 

13. In regard to the rate at which the rupee should be stabilised, it has been 
suggested that a rate lower than the existing rate will reduce the total demand for 
gold in connection with the introduction of a gold standard in India. What weight, if 
any, should in your opinion be attached to this suggestion ? 

14. In regard to the remittance operations of the Government of India, a question 
has arisen whether they should be conducted as hitherto by the time-honoured system 
of sales of Council Bills in London or by means of purchase of sterling bills from 
Exchange Banks and firms in India as has been done since 1923. It has been 
suggested in favour of the older system that it gives greater facilities to the people of 
the United States of America for payment of their jute and other contracts made with 
India ; what importance do you attach to this ? 
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Note on the Effect of Exchange on Government Revenue and 
Expenditure, submitted by Mr. A. G. Me Watters, C.I.E., I.C.S., 
Secretary to the Government of India, Finance Department. 


I . — The gain in exchange to Government in the year 1918-9, as compared with the 
pre-war rate of Is. 4d. 

In 1918-9 all expenditure in England was treated as Imperial. 

The gain or loss by exchange in the accounts at that time was calculated with 
reference to the average rate of exchange obtained by the Secretary of State on 
Council Bills. This rate m the year 1918-9 was Is. 5 ^d. The total sterling net 
expenditure was as follows : — 

Expenditure in England - 23,629,495 

Receipts in England ----- 3,228,996 


Net expenditure ----- 20,400,499 
Capital — 

Capital expenditure ----- 1,559,895 

The gain in exchange to Central Revenues at Is. 5 \d. compared with Is. 4<Z. on 
the above figures would be Rs. 2,63,16,639 in respect of Revenue and Rs. 20,12,265 
in respect of Capital. 


TT . — The extra return which would accrue f rom customs import duties if exchange were 
fixed at Is. 4d. as compared with Is. 6d. and if the following two assumptions are 
made : (1) that the volume of imports is not diminished and (2) that the price of 
imported goods rises by the full amount of 12£ per cent. 

Over the period April to August 1925 it has been calculated that 57 per cent, of 
the import duty realised was from articles paying duty on an ad valorem basis 
(including those articles for which tariff values are fixed). The remainder paid duty 
at specific rates. 

The total customs duty on imports according to the Lakhs. 


Budget of 1925—6 is 37,69 

Deduct Government stores - - - 85 


Balance - - 36,84 

57 per cent, of above = - 21,00 

Increase at 12|- per cent. = - 2,62 
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APPENDIX 97. 

Despatch from His Majesty’s Secretary of State for India, 

No. 51, Financial, dated the 24th April 1914. 

In my telegram dated 6th March 1914 I informed you that I should address you 
"by Despatch on the subject of the Report of the Royal Commission on Indian Finance 
and Currency. 

The Report falls naturally into three divisions, containing respectively : — 

A review and criticism of the system of Indian Finance and Currency and its 
administration in recent years. 

Recommendations on certain matters, such as the detailed arrangements for 
lending part of the India Office balance, the relations of the India Office with 
the Bank of England and the financial organisation and procedure of the 
India Office, on which it is scarcely necessary for me to invite Your Excellency’s 
observations. 

Conclusions and recommendations regarding many subjects which must be 
considered in consultation by the Secretary of State in Council and the 
Government of India. 

2. On the first head I have little to sa}’. A close examination of the narrative 
portions of the Report might suggest the amplification or qualification of an occasional 
passage, or a more exhaustive statement of facts ; and something might also be urged 
in reply on the few points where the judgment expressed on the action of financial 
authorities here or in India departs from the general note of approval which 
distinguishes the Report. But it is neither necessary nor desirable to undertake this 
task. I welcome the Report as the first authoritative survey of the Indian financial 
and currency system as a whole that has been made since the Indian Currency 
Committee of 1898, and as a weighty pronouncement on the policy and the measures 
that have gradually been evolved in the course of giving effect to that Committee’s 
recommendations. It is gratifying to me, as I am sure it will be to Your Excellency’s 
Government, to learn that both the policy and the measures have in essentials received 
the approval of the Commission. I note the generous testimony borne to “ the ability 
■and skill with which the complicated duties in connection with Indian finance have 
been discharged by the permanent officials to whom they have been entrusted both in 
India and in London ” (para. 7), and to the fact that “ the final success achieved by 
the Indian authorities both in India and in this country must be recognised as a proof 
of the soundness of the currency scheme itself and of the measures ultimately taken 
for meeting the crisis ” of 1907-8, the chief occasion on which the existing currency 
system has been put to a severe test (para. 49). As regards the few instances in 
which, in the Commission’s opinion, other action than that taken might* have been 
advisable, it is sufficient to bear their comments in mind and to endeavour to benefit 
on a future occasion by the guidance they may afford. 

3. The recommendations regarding organisation and detailed procedure in this 
■country are being carefully considered. 

4. The main conclusions and- recommendations requiring consultation between 
this Office and the Government of India are as follows : — 

(a) In para. 68 the conclusion is reached that “it would not be to India’s 
advantage to encourage an increased use of gold in the internal circulation.” 
Read in connection with the opinion expressed in para. 74 that “ it is 
important that the Government should continue to act on the principle of 
giving the people the form of currency for which they ask,” this appears 
to. be equivalent to a recommendation in favour, first, of the continuance, 
without modification in the direction either of stimulation or of restriction, 
of the present practice regarding the sale of Council Bills which, as 
explained on behalf of this Office, is to regulate them so that they “ shall 
not be on such a scale as to prevent the inflow of gold to India to the extent 
to which it seems likely that there will be a demand for it on the part of the 
public ” (Appendix I, page 12), and, secondly (subject to the qualification in 
para. 116), of the practice of issuing gold freely in normal times from the 
Paper Currency Department in exchange for rupees and notes for circulation 
in India. 

This endorsement of existing practice appears to call for no comment. 
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•(b) In para. 73 the Royal Commission say, after pointing out their own inability 
to recommend on its merits the establishment of a gold mint in India, that 
“if Indian sentiment genuinely demands it and the Government of India 
are prepared to incur the expense, there is, in our opinion, no objection in 
principle, either from the Indian or Imperial standpoint ; provided always 
that the coin to be minted is the sovereign (or the half sovereign), and it is 
pre-eminently a question in which Indian sentiment should prevail.” 

The difficulty of ascertaining whether Indian sentiment desires the 
establishment of a mint for the coinage of sovereigns or half-sovereigns is 
considerable. When a resolution on the subject of a gold mint was raised 
in your Legislative Council on 22nd March 1912, the mover expressed his 
preference for a ten-rupee piece ; but the resolution was withdrawn, so that 
no definite opinion was recorded. When in my telegram of 16th May 1912 
I suggested that the views of Local Governments, Chambers of Commerce, 
and Presidency Banks regarding a gold mint should be ascertained, the 
Government of India gave reasons for not acting on the suggestion ; and it 
was accordingly not pursued at that time. In present circumstances it is 
clearly desirable to proceed with an enquiiy as to the existence or otherwise 
of a genuine Indian sentiment in favour of a gold mint, the [joint which the 
Royal Commission leave in doubt. I shall be glad if you will take the necessary 
steps. You will doubtless draw the attention of the bodies that you consult 
to the opinion expressed by the Royal Commission regarding the merits of 
the scheme, and to the information that is available regarding the 
establishment that would be required and the probable cost. (See Appendices 
to Interim Report of the Commissioners, Vol. I, page 215.) 

'(c) Failing the establishment of a gold mint, the Commission recommend a 
renewed notification of the willingness of the Government of India to 
receive gold bullion at the Bombay mint. I do not anticipate that you will 
have any objection to this ; and, if this is so, it is perhaps unnecessary to 
postpone the issue of the notification until the question of establishing a 
Gold Mint has been decided, since the establishment of a Gold Mint would 
require little, if any, modification in any arrangements previously introduced 
for the receipt of gold bullion. 

(d) In para. 89 the Commission, while holding that the Government of India 
ought to be alive to the possibility of the aggregate sterling reserves 
eventually reaching an unnecessarily high figure, recommend that “ the 
whole profits of the silver coinage, together with any interest accruing from 
investments or loans made from the Gold Standaid Reserve, should for the 
present continue to be placed to the credit of that Reserve, and that no 
diversion similar to that made in 1907 for railway development should be 
under any circumstances permitted until further experience allows of a much 
more accurate definition of the calls which the Reserve may have to meet 
than is at present possible.” 

I am prepared to act on tbis recommendation, and Your Excellency will 
doubtless be in favour of this course. The importance of the Commission’s 
remarks regarding the possibility of an increase of the sterling reserves to 
an unnecessarily high figure must not be disregarded, since such disregard 
would involve the danger that the full benefit would not be obtained of the 
economy of the Indian currency system — which is one of its advantages. 
But it would be useless to attempt to forecast now the time and circumstances 
in which any action in the sense indicated in these remarks is likely to be 
desirable. 

*"(e) In para. 90 the Co mmi ssion recommend without hesitation that the whole of 
the Gold Standard Reserve should be kept in London. Subject to any 
observations from Your Excellency I am ready to accept this recommendation. 

•(f) Paras. 96 to 100 contain recommendations regarding the composition of the 
Gold Standard Reserve, viz. : — That not less than one-half . should be held 
in gold when the total exceeds £30,000,000, and that the minimum amount 
to be so held should be raised as soon as possible to £15,000,000, of which 
£4,000,000 should he provided by the abolition of the Indian branch of the 
Gold Standard Reserve and the consequent transfer of sovereigns from tbe 
Paper Currency Reserve in India to the Gold Standard Reserve, for location 
in London as soon as convenient ; £4,000,000 should be obtained from the 
same source in exchange for securities now held in the Gold Standard 
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Reserve, and the remainder should be accumulated as opportunity offers 
for the revision of existing investments as well as by the addition of new 


(9) 


money. . . 

You will doubtless be in favour of increasing the amount oi gold held in 

the Gold Standard Reserve, and I shall be glad to learn whether the standard 
proposed by the Royal Commission appears to yon to be suitable. I shall 
also be glad of your remarks as to the method proposed for attaining the 
standard. 

The transfer of £4,000,000 in gold from the Paper Currency Reserve 
against the rupees now in the Indian Branch of the Gold Standard Reserve 
would present no difficulty in itself, but it would be advantageous that, as 
the abolition of that branch would diminish the elasticity of the currency 
system, it should be accompanied by the introduction of the new element of 
elasticity proposed in para. 113. This would require the amendment of the 
Paper Currency Act. 

Similarly, the proposed transfer of £4,000,000 from the Paper Currency 
Reserve in exchange for securities would require legislation, in connection 
with which you In ay desire to consider the comparative advantages of 
making the addition to the invested portion of the Paper Currency Reserve 
entirely (as suggested by the Commission) in the form of sterling securities, 
or partly in that form and partly in rupee paper. If the latter course were 
adopted, a corresponding portion of the amount to be added in gold to the 
Gold Standard Reserve would be obtained by the realisation of sterling 
securities now held in that Reserve and the ear-marking of the proceeds 
in gold. 

The provision of the further sum required to raise the total of gold in the 
Gold Standard Reserve to £15,000,000 will, if that standard is adopted, be 
proceeded with as favourable opportunity offers. 

In para. 101 the Commission, in accordance with their view (stated in 
para. 52) as to the importance of formulating in advance and giving 
publicity to the policy which it is intended to pursue in a crisis, advise 
“that the Government should make a public notification of their intention 
to sell bills in India on London at the rate of Is. 3 ffd. whenever they are 
asked to do so (as was actually done in 1908, and confirmed in 1909), to the 
full extent of their resources.” I shall he glad to learn whether you are in 
favour of such a notification, and, if so, when, in your opinion, it should be 
made. 


Qi) The main recommendations regarding the Paper Currency system contained 
in paras. 110 to 118 are as follows : — 

(a) That the Paper Currency Act should be amended so as (1) to 
increase the permissible maximum of the fiduciary portion of the Reserve 
up to the equivalent of the notes held from time to time in the Reserve 
Treasuries plus one-third of the notes outstanding elsewhere, (2) to 
increase the amount that may be held in sterling securities, (3) to enable 
part of the fiduciary portion to be represented by loans grantee! in India 
or London. 

(b) That the securities in the fiduciary portion of the Reserve should 
then he at once increased by the addition of six crores of sterling 
securities, to be transferred from the Gold Standard Reserve as shown in 
(/) above. 

( 0 ) That the 500 rupee note should be universalised, and that, in 
accordance with the Commission’s views expressed in para. 75 as to the 
importance of encouraging the use of notes, additional facilities should be 
granted for their encashment. 

(d) That gold in the Paper Currency Reserve in India should in ordinary 
circumstances _ continue to be used as at present, but that when an 
exchange crisis declares itself it should be given out only on such 
conditions as will secure its immediate export. 

(e) That for the present a portion of the Reserve should continue to he 
held in London in gold, but that such portion should ordinarily be limited 
to £5,000,000. 

Some of these proposals are far-reaching and will require careful 
consideration. The case for an increase in the permissible maximum of- 
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the fiduciary portion of the Reserve and for enabling a part to be represented 
on occasion by loans appears to me to be strong. The questions whether 
the maximum shall be fixed, and the addition to the permanent securities 
effected, in the manner proposed are more difficult. 

With regard to the first question, it is to be remembered that if the plan 
proposed by the Commission is adopted, any encashment of notes or 
withdrawal of notes from the Reserve Treasuries at a time at which the 
non-metallic portion of the Reserve is at the maximum amount permissible 
will require a simultaneous diminution of that portion and adjustment of 
the amount of the metallic portion. The inconvenience involved in this plan, 
and indeed in any plan under which the invested part of a Paper Currency 
Reserve is limited to a percentage of the circulation instead of to a fixed sum, 
must not be overlooked ; and it is to be remembered that such inconvenience 
is peculiarly great when the Reserve is scattered over a wide area. 

The second question has already been referred to under (/) above. 

I shall await with interest your observations on all the recommendations 
under this head. 

f'(i) In para. 123 attention is called to the importance of reviewing periodically 
the balances held by the Government of India so as to secure all possible 
economy. The subject is one which necessarily comes before your notice 
at frequent intervals and with regard to which it may be assumed that your 
practice, at any given time, represents the result of the most recent 
experience. The present moment is scarcely favourable to any formal 
examination and report on the subject, partly because this would involve a 
postponement of the time at which your examination of the other recom- 
mendations of the Royal Commission can be completed, and partly because 
the recent increase in the limits on savings bank deposits introduces a new 
factor that will require to be carefully watched. But you will doubtless 
bear the subject in mind and in due course make any modifications or 
submit to me any proposals that may seem to you to be desirable. 

(j) I anticipate that you will similarly desire to postpone for a time the 
consideration of the advantages and disadvantages of a change in the date 
of commencement of the financial year, to which the Commission refer in 
para. 128. 

( h ) In paras. 134 to 169 the advisability of granting loans in India from the 
Government balances, in addition to such as would be granted under the 
recommendations summarised in ( h ) above, is discussed. The recommenda- 
tions are that such loans should be made to Presidency Banks against 
security ; that they should be for short periods ; that they should not be 
confined to periods of stringency ; that the rate of interest should be fixed 
by negotiation in each case ; and that the amount should be based on 
experience gained by cautious and tentative action. My telegram of 
22nd October 1913. and my Despatch dated 23rd January 1914, No. 14 
(Financial), approved provisionally a policy similar to that now recommended, 
except that it confined loans (in accordance with your suggestion) to periods 
when the Bank rate reached, or was about to reach, a high figure such as 
7 or 8 per cent., and fixed the rate of interest at 1 per cent, below Bank 
rate. Your experience of the offer made in accordance with my telegram 
will help you towards forming an opinion on the policy generally and in 
particular on the comparative advantages of the method then adopted and 
the method now recommended for determining the time at which, and the 
terms on which, loans should be granted. 

(l) In para. 167 attention is drawn to the possibility that the amount of rupee 

loans issued by your Government may with advantage be increased. This 
had already been the subject of considerable correspondence between the 
Government of India and the Secretary of State in Council, in consequence 
of which the amount of the rupee loan announced in your Budget for 1914-5 
was fixed at five crores. 

(m) I understand that you have under consideration the possibility of increasing 
the popularity of the forms of security issued by the Government of India to 
which attention is drawn in para. 169. 

(n) In paras. 170 to 186 approval is expressed of the course that has been and 

is followed, in regard to the sale of Council Bills. Various suggestions that 
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have been placed before the Commission for modification of existing practice 
are rejected. In some passages a distinction is drawn between two views as 
to the limit that should govern the amount of sales ; the one, that the trade 
demand for remittances should be met subject to not preventing an inflow of 
gold to India to meet the demand of the public for gold ; the other, that the 
requirements immediate and prospective of the Secretary of State in Council 
in London should be the only factor to be considered. Certain points 
•regar din g the relation between these views, the possibility of conflict between 
their practical consequences, and the course to be taken in such an event are 
discussed in the enclosed note. 

(o) In para. 222 it is recommended that a small expert body be appointed with 
instructions either to pronounce definitely against the establishment of a 
State or Central Bank in India at the present time or to submit a concrete 
scheme for its establishment. I see no reason why effect should not be 
given to this recommendation. If you agree, I shall be glad to receive 
detailed proposals from you. 

5. The summary given above is not exhaustive. It is intended to assist you in the 
consideration of the Report by indicating the points to which it seems to me that 
discussion between the Government of India and myself should first be directed and 
the provisional conclusions w r hich, subject to j our remarks, I am inclined to adopt on 
certain of them. Owing to the number and complexity of the issties raised and the 
pressure of other work in your Finance Department, some time may elapse before you 
are able to furnish me with a full statement of your views, and you may wish to deal 
with the questions in small groups or one by one. I am anxious to meet your 
convenience in this respect, and am content to leave to you the choice of the order in 
which the discussion of the various subjects shall be taken up. 


Enclosure. 

Note referred to in para. 4 (n). 

In paras. 177 to 180, and incidentally in other passages, the Royal Commission 
consider what are the limits of amount within which Council Drafts should he sold. 
To discern clearly how far the Commission agree with the practice that has been 
followed in the past, what is their attitude towards suggestions for modification that 
have been placed before them, and what they recommend for the future, is of much 
importance because, as stated in para. 170, in language of which the appropriateness 
will be recognised "by all who have close practical acquaintance with Indian finance, 
the sales of Council Drafts “are the central feature of the machinery by which the- 
Indian finance and currency system is at present managed” (para. 170). The 
Commissioners themselves have not attempted to lay down any brief rule that can 
be mechanically followed; and it does not seem possible to summarise their 
conclusions in any such form. To obtain from them practical guidance it appears 
necessary to collect their observations on what was put before them as to existing 
practice, and on the possible modifications in detail or in principle that they 
considered, and to see what are the results to which such observations point : — 

(a) Their summary of recent practice as explained to them in evidence is 
(para. 1 78) that it has been “ to sell as long as there was a demand [within 
the recognised limits of price] and as ,lopg as it could be met from the 
resources of the Government in India.” It might have been added that, as 
was stated in evidence (see Appendix I, page 12) and demonstrated by 
statistics (ibid, pages 21 and 84), this practice has been followed “ subject 
to the consideration .... that the sales shall not be on such a scale 
as to prevent the inflow of gold to India to the extent to which it seems 
likely that there will be a demand for it on the part of the public.” It 
might also have been added that, as mentioned in paras. 33 and 174 of the 
Report, bills are sold without limit at 1 s. 4 %d. per rupee. 

(i>) The possible modifications considered by them were (para. 179), “ that the 
Secretary of State should never sell more than the amount of his home 
charges, or that he should restrict his sales to the amount entered in the 
Budget estimates, or again that he should adjust the sales in such manner 
as to keep his home balance from rising much above the working figure- 
of £4,000,000.” 
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As regards the results that have followed from the practice described in (a) and 
the value of the suggestions mentioned in (b) the finding of the Commission is 
definite. 

(a) In para. 133 they say that they find no fault with the course taken by 
Government in recent years, though they mention that, if the 
recommendations which they make as regards loans in India are approved, 
the occasions, though not the extent, of the transfer of money from Tn rlia 
to London may have to be revised. 

Similarly, in para. 179 they emphasise the fact that “ while, in consequence 
of recurring surpluses over budget estimates, the London balance has been 
abnormally high for the last few years, no money has been brought home ” 
by the sale of Council drafts “ which has not been used or will not be 
used for Indian Government requirements in the United Kingdom.” The 
same view is repeated in para. 186. 

( b ) In para. 179 they state that they are opposed to the suggested limitations 
on the amount of sales. They refer more than once to the important 
undertaking given by the Secretary of State in Council in 1904 that Bills 
will be sold without limit of amount at Is. 4 %d. per rupee, and do not 
indicate that they contemplate any alteration. 

Thus the procedure actually followed has led to results which the Commissioners 
think suitable, and the alternative procedures considered by them, which would have 
led to different results, are rejected. But emphasis is laid (paras. 179, 180, and 186) 
on the view that the only real justification for the sale of drafts is to be found in the 
desirability of meeting the Secretary of State’s requirements, immediate and 
prospective, in the wide sense in which (para. 186) these words are understood by the 
Commissioners, and not in the desirability of meeting the convenience of trade. 
From para. 186 it would appear that what is said on this point is intended rather to 
suggest an amendment of the explanations given to the public, than a change of 
practice, an interpretation borne out by what is said about the results of past 
practice. 

But it is not superfluous to consider the questions : (1) how far it is probable that 
a rule that Council Drafts should be sold to meet the demands of trade, subject to 
not impeding the flow of gold to India to the amount required in India for absorption 
by the public, might have in the future (though it has not had in the past) a different 
practical result from the principle laid down by the Commission that sales should 
be limited by the amount of the Secretary of State’s requirements, present and 
prospective, in the sense defined in para. 186 ; (2) what guidance can be gained from 
the Commission’s Deport as to the action to be taken in the event of such conflict 
arising. 

That such a conflict is improbable is shown by the coincidence, noted above, of the 
results of following the first principle with those that the second principle is 
intended to produce and also by the fact that any increment of the trade demand, 
expressing itself through an application for Council drafts, tends automatically to set 
up an additional requirement of the Secretary of State in Council, viz. money for 
the purchase of silver. But, though improbable, the supposed conflict is not 
impossible. It is conceivable that at a time when the Secretary of State held 
resources sufficient, on a reasonable estimate, to meet his requirements immediate 
and prospective, and when a stock of gold and silver was held by the Government 
of India sufficient to meet the immediate and prospective demand of the public, a 
trade demand might arise for remittance to India and express itself in applications 
for Council Drafts. To grant such drafts would involve a departure from the 
principle laid down in para. 186. To refuse them would involve “ the export to 
India on private account of more gold than is actually required in Lidia for 
absorption by the public,” a course which the Commission regard as involving 
disadvantages set forth in para. 176. * 

The difficulty of choosing between the two courses would, in part, be automatically 
removed by the operation of the rule (if still in force) under which sales of bills are 
made without limit at Is. 4 %d. per rupee, the proceeds being treated, if necessary, 
as a temporary addition to the portion of the Paper Currency Reserve held in London. 
If this did not completely solve the problem, the Secretary of State and the 
Government of India, so far as they were entirely guided by the views of the Royal 
Commission, would have to act in accordance with such view' as they could form on 
the question whether an increase was more probable in the future in the Secretary 
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of State’s requirements in London, or in the desire of the public in India to obtain 
gold. In the former case the decision would, no doubt, be in favour of meeting pro 
tanto applications for Council Drafts in the form of telegraphic transfers ; in the 
latter case it would be in favour of rejecting applications, and thus forcing the 
applicants to send gold to India. 


APPENDIX 98. 

Extracts, &c., from Telegraphic Correspondence between the 
Secretary of State for India and the Government of India, 

Finance Department. 

1. Telegram from Viceroy, Finance Department, dated 8th October 1924. 

Early decision on fundamental question of policy is essential in view of the 
strengthening exchange, which seems likely to rise above Is. Gd. We are convinced 
that the time has come when we should definitely decide against any attempt to push 
rupee above la. Gd. unless renewed fall in gold value of sterling takes place. It is now 
beginning to be realised generally that the stringency in the market is the direct 
outcome of Government action in contracting currency, or rather in placing strict limits 
on possibilities of expansion. The volume and importance of the opposition to this 
policy is increasing and was the basis for the support, not from Indian interests only, 
of Sir Purshotamdas’s Currency Bills which have, however, not been introduced and 
therefore lapse. We should have difficulty in refusing to provide more generously 
for additions to currency even if we wished to do so, and there is serious risk of a 
financial crisis if we keep the screw on too tight. Moreover, we cannot afford to keep 
market bare of loanable funds if we are successfully to raise a rupee loan in 1925 and 
still another in 1 926, when we have large amounts of bonds maturing. 

It will follow, if this view is accepted, that during the coming busy season we 
should endeavour to prevent a rise above Is. 6 d. by free sales of Councils and sterling 
purchases both from our Treasury balances and by issuing currency against sterling 
purchased for Paper Currency Reserve so far as necessary. It is realised that this 
may raise the question whether the existing limit of Rs. 85 crores of securities in 
reserve may not have to be increased. It is probable that it would be desirable in any 
case to increase our statutory powers up to, say, Rs. 100 crores next winter, and we 
consider that we can justify this increase by normal expansion of the note issue which 
will be required to meet the increasing trade requirements of the country. The 
general policy which we have tentatively in mind would be — 

(а) to retain as our primary purpose maintenance of comparatively stable rupee 
prices ; 

(б) to fix in our own mind on Is. Gd. sterling as the figure at which we desire to 

stabilise rupee so long as this primary purpose is not endangered, which is 
only likely in the event of renewed falling in gold value of sterling ; and 

(c) to wait until gold and sterling are on a par before fixing the rupee by 
statute. 

But we realise that questions of such fundamental importance should not be 
decided without a formal enquiry by some kind of Committee. Such a Committee 
might consider also other connected questions such as transfer to the Imperial Bank 
of the management of the Paper Currency, Remittances, &c. 

We have had an opportunity of discussion with Warren, who is strongly of 
opinion, with which we agree, that we should announce that we are prepared to buy 
sterling without limit at Is. 6 %d. Such an announcement, we believe, would have 
reassuring effect and would remove the element of uncertainty, which is at present 
having a disturbing effect on the market and may produce a real danger. 

2. Telegram from Secretary of State to Viceroy , Finance Department , dated 

10th October 1924. 

I share your view that it is of utmost importance that confidence of market should 
be maintained, and I am prepared to agree to further announcement as this object 
does not seem to have been achieved by your letter to Bengal Chamber of 25th August. 
It seems to me, however, that the vital consideration is not so much the actual level 
of exchange at the moment as the avoidance of such abnormal stringency as might 
threaten the financial and economic position. I feel also that work of committee, if 
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such is appointed, might be prejudiced if we peg upward limit of exchange, and tha t 
there is danger in announcing any definite figure as leading to conclusions on 
part of public which might not eventually be realised. I think, herein following 
underlying conception in your telegram of 1st October, that in present conditions safer 
criterion is to be found in the maintenance of adequate cash position of Imperial 
Bank, and so avoiding any untoward rise in bank rate. I cannot but think that 
market would be assured that you have power to do this if you forthwith announced 
intention of taking steps at forthcoming meetiug of Legislature to raise fiduciary 
limit of Rs. 85 to Rs. 100 crores. 

I suggest, therefore, announcement on following lines. Government of India, in. 
consultation with the Secretary of State, have given careful consideration to the 
situation indicated by the recent rapid rise in exchange. The Government of India 
announce that they will, in consultation with the Imperial Bank, take such steps as- 
the market position may demand to anticipate and relieve any undue stringency that 
may threaten or occur during this busy season, and with this end in view they propose 
at the next session of the Legislature to take powers to increase the limits up to which, 
currency may be issued against securities from Rs. 85 to Rs. 100 crores. 

You could also announce that, as in last season, Government intend in effecting - 
remittances to act with a view to obviating any unduly rapid appreciation of the- 
rupee. 

I suggest we should endeavour to regulate remittances in such a way as to avoids 
if possible, a greater rise than, say, ^d. in any one week. 

3. Telegram from Viceroy , Finance Department, dated 11 th October 1924. 

Your telegram dated 10th October, 2872. We consider announcement suggested 
by you inadequate. It adds little in fact to the reply given already by the Finance 
Member in the Assembly to Purshotamdas’ question, in which Government stated 
their readiness to ask for further statutory powers if required. This reply was well 
received as being more explicit than the terms of the letter addressed to the Bengal 
Chamber, but last week’s events have only served more to convince us that unless 
there is assurance that an upper limit to the exchange can be guaranteed during the 
coming busy season confident market cannot be restored. The suggestion made by 
you for preventing an undue rise in exchange in any one week appears to us quite 
insufficient to meet the gravity of the situation. We do not agree that mere avoidance 
of abnormal stringency is the vital consideration. The element of uncertainty as to- 
limits to which the exchange can rise has become even more vital. The matter has 
been in our minds for some time, but we have deferred addressing you until we had 
opportunity to discuss with Warren, who, after studying restriction in Bombay, 
strongly confirmed our view that increase in rate beyond 18d. is to be deprecated in 
the best interests of the country and of our future financial operations, and that public 
announcement is most desirable and indeed imperative. 

The point you urge, that to peg exchange in advance of the appointing of the 
Committee has certain disadvantages, is fully realised by us, but we feel that greater 
dangers are involved in any other policy. It is, we consider, out of the question that 
the uncertainty should be allowed to continue for several months more. We think it 
highly improbable that the view could be taken by any Committee that higher 
exchange than Is. 6<2. is desirable. This rate is one which would not involve the 
disturbance of present price levels, but both Indian exports and industries would be 
adversely affected by any higher rate. We find already that Tata Iron and Steel 
Company is seriously affected by rise in exchange. The Committee would not be 
absolutely precluded from recommending a higher rate by a decision now to give an 
upward limit of Is. 6£d. for the time being, but even if it were, we feel it our duty as 
a Government in existing circumstances, to arrive at a decision in advance. Further, 
we believe that an opportunity, which may not recur, is offered at the present moment 
of obtaining general acquiescence even in Bombay in a policy which will give us a 
permanently higher rate than Is. 4d. gold. We regard it as of great importance, 
politically, quite apart from financial merits, to take commercial opinion along with 
us in this matter. We therefore strongly press that our proposals should be 
accepted. 

4. Telegram from Secretary of State to Viceroy, Finance Department, dated 

lbth October 1924. 

Exchange. Your telegrams dated 8th and 11th instant. The difficulties which 
you have had to face in maintaining view, with which I am in entire accord, that 
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t.ims "has not yet come for final fixation of rating of rupee, are fully realised by me, 
and I appreciate vigour and skill with which case for postponing this issue has been 
expounded on numerous occasions by Finance Member despite strong pressure from 
eertain quarters for attempting forthwith permanent solution. I regret all the more 
keenly in these circumstances that I am unable to see eye to eye with you on the 
action to be taken at the moment. 

In considering your recommendations main object that weighs with me is to uxjhold 
cardinal position that world economic conditions are still too unstable to justify 
renewed attempt at exchange stabilisation and to avoid any steps that might impair 
present freedom of action and militate against the eventual adoption of a rating that 
might seem, after full enquiry in due course, most conducive to general interests 
affected and to be capable, without undue strain, of being maintained. 

No indication has reached me that Indian trade in its broad aspects is likely to be 
threatened by such a gradual rise in exchange as has been in progress for some time, 
•or that remittance operations conducted on lines suggested in final paragraph of my 
telegram of 10th instant (supplemented by this telegram) will be insufficient to control 
any excessive uprush of exchange. Further, such details as I have with regard to 
Indian internal prices seem to show a rising tendency despite upward curve of 
•exchange. Pegging of exchange would militate against your power of control even 
if this movement cannot ultimately be avoided owing to world prices, and would tend 
to defeat primary object of maintaining the stability of internal prices (see your 
telegram dated 8th instant). At the same time I sympathise altogether with feeling 
•of apprehension which is hanging over market, that absence of automatic facilities 
for currency expansion by import of gold might lead to a stringency which might 
threaten fundamental economic position. While it is not feasible to remedy this 
defect, in existing conditions, proposals in my telegram of 10th October were 
•directed to meeting, what it still appears to me to be, the essential danger point of 
present abnormal situation, and actual decision to take further powers for an increase 
in the fiduciary issue is, in my opinion, an important advance on the general assurance 
given previously. 

Government have, as regards pegging upward limit of exchange, up to now 
advisedly refrained from establishing any absolute maximum rate and have studiously 
avoided implications regarding the future. If Government were now to commit itself 
to a maximum sterling rate any such arbitrarily fixed rate would be bound to have 
strong influence on the anticipations of the market as to permanent rating of the 
future, though here again grounds for dispute would be furnished as to whether 
eventual rate would be the rate as pegged in sterling or the present equivalent in 
gold. In either case Government would have gravely compromised their liberty of 
action, and in the event of a material rise in gold prices (which contingency cannot 
be overlooked) Government might have cause to regret any decision taken now. 
Moreover, Government would be exposed, having once committed itself to the 
pegging of upper limit, to demands that attempts should also be made to peg lower 
limit in the event of exchange weakening substantially hereafter. It is diffi cult to 
see without this further step that importation of funds to India will be materially 
helped, as no limit can be set to possible loss on exchange on retransfer.' On the 
•other hand, any action tending to raise matter of reverses is to be deprecated until 
Government are prepared to use full resources in support of a. permanent rate. 

We have before us the fact that in many instances during recent years, in periods 
of fluctuating world prices, when attempts have been made to peg exchange the 
result has been substantial loss to countries concerned, and great inconvenience and 
•difficulty have been caused to the trader when the peg has broken down or been 
removed. 

My conclusion is that Government should refrain from any absolute pegging of 
upward limit of exchange or from appointing a Committee at present time. The 
arguments on which Finance Member has laid stress in the past, in particular the 
uncertainty of present world economic factors, have lost none of their strength. We 
have to reckon, apart from the uncertainty as to the gold value of sterling to which 
you refer, with the even greater uncertainty attached to the commodity value of gold, 
•entailing reactions which India, like other countries, could not escape. 

I should observe in this connection, in order to avoid possible misunderstanding, 
that under clause (6) of your telegram of 8th October you are apparently prepared to 
•envisage provisionally the ultimate rating of the rupee with a greater degree of 
precision than suggests itself to me at present. The figure mentioned by you is purely 
arbitrary and cannot be based on reliable data as the future of gold prices is still 
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obscure. At the same time you will realise that it is no question of any particular 
prognosis that impels me to the view that it is premature to proceed at the moment 
with the idea of a Committee or to set an absolute upward limit to the rupee for time- 
being in the manner you suggest. 

I recognise that at some future date it will be desirable to constitute an authoritative 
body to advise as to the rating of the rupee and possibly as to other matters in 
* connection with Indian currency and exchange. 

Meanwhile, in m3 7 judgment, a prudent policy would be based on following main 
objectives, viz. the maintenance by the Imperial Bank of an adequate cash position, 
with a view to 1 ' avoiding any serious departure from what may be regarded as the 
normal Indian monetary trend ; maintenance of comparatively stable rupee prices ; 
the regulation of remittances, with a view to the avoidance of excessive fluctuations of 
exchange, and the retention of a free hand by Government to take appropriate action 
when the time comes, with a view to fixing exchange rating at point deemed most 
conducive to Indian interests as a whole. 

It is worth observing in this connection that when the time comes for the 
submission of the matter to a Committee it will be well to time reference so that 
report may be presented before the busy season, so that action may be taken on it at 
period of year most promising for success, assuming conditions continue normal. 
Danger of submitting report towards close of active season is that the chance of 
making any new ratio effective may be impaired if conditions prove unfavourable in 
succeeding busy season. 

For reasons furnished above, I must adhere to decision communicated in my 
telegram of lOtli October, on which I should be glad if you would act. As regards 
increase to Rs. 100 crores of fiduciary issue, I am advised that you could act, in case 
of emergency, by Ordinance under section 72 of the Government of India Act. 
You may consider it desirable to refer in announcement to this point. It is open to 
you, of course, also to amplify announcement by including reference to recent, 
extensive remittances as indicating Government’s desire to help market. 

5. Telegram from Viceroy , Finance Department, dated Ath November 1924. 

Exchange. Your telegram dated 15th October. Serious consideration has been 
given by us to yotir arguments, which were fully present in our own minds when our 
proposals were made, and we desire to make the following observations. 

Your main argument against acceptance is that the world economic conditions are 
still too unstable to justify the renewal of the attempt at exchange stabilisation. This 
argument is in substance the same as we have ourselves put forward repeatedly 
against the demands for altering the statutory ratio. The argument can easily be 
pressed too far, however, so far as it affects India. We have always recognised the 
possibility of a renewed fall in the purchasing power of gold, and we agree that this 
consideration is decisive against any immediate fixation of the rupee in terms of 
gold ; but as against fixation in terms of sterling, particularly if such fixation is 
tentative as we propose, the argument loses much of its force when it is remembered 
that, at present, sterling is at a discount not much less than 10 per cent, in terms of 
gold, so that to that extent a fall in the purchasing power of gold will be offset by the 
rise in gold value of sterling, which involves a corresponding rise in the gold value 
of the rupee without any departure from the rate of la. 6 d. sterling. 

With regard to your reference to other countries who have attempted to peg 
exchange, the case of India is not parallel. The former attempted to fix a lower 
limit of exchange at a time when their trade had been noticeably disturbed and the 
internal economic conditions were in a state of chaos. Our present proposal as 
regards India is to fix an upper limit when trade as well as internal economic 
conditions have made progress substantially in return to normal lines. We doubt 
whether sufficient weight has been given by you to the great improvement in internal 
economic conditions which has taken place in India, and to the check which in the 
last few years has been placed on the expansion of currency. In the last two years 
the raw materials of India have been in great demand, with the result that there has 
been a substantial trade balance in her favour. 

The demand for Indian commodities may be expected to rise further with the 
return of normal economic conditions in Central Europe, and it is difficult to envisage, 
in the absence of a widespread failure of the monsoon or other catastrophe, a 
situation in which there would be in the near future a complete swing of the 
pendulum. 
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As regards your comments on the course of Indian internal prices, the Calcutta 
index number of wholesale prices, which is more reliable and more comprehensive 
than the all-India index number, does not disclose any tendency to rise. The same 
is true of the Bombay index number. We would further point out that in the case of 
commodities which have a world price — e.g. cotton, steel and sugar — in recent months 
there has been a marked fall in the rupee price ; in the case of wheat, the result of 
the appreciation of the rupee has been that the price has remained nearly stationary 
in India while it has gone up considerably in England and America. 

While then we agree that the waiting policy adopted hitherto has been the right 
one, in our opinion it is almost, if not quite, impossible for practical reasons to 
maintain it. You observe that such a gradual rise in exchange as has for some time 
been in progress is not likely to threaten Indian trade in its broad aspects, and that 
remittance operations conducted on the lines suggested by you should suffice to 
control any excessive uprush of exchange. We must point out that the rise in 
'exchange which has occurred already has not hitherto had any serious adverse effect 
on trade because it has so far not exceeded the limits which have generally been 
anticipated. There can be no doubt that much harm will be done by any further 
material rise. While it is possible, of course, to control a further rise by adjusting 
our remittance operations, it should be remembered that exchange has risen from 
Is. 4 $d. to Is. 6 d. during the last six months in spite of heavy purchases of sterling, 
and that such violent and frequent adjustments in our purchase procedure as will be 
necessary in order to keep the rise under effective control, cannot but have the most 
harmful effects. The rates which were accepted at the Council Bill sales of the 14th 
and 21st October has already furnished evidence of this. Asa result of our large 
purchases of sterling in October the exchange market is, for the moment, quiescent, 
but there is no guarantee that there will not be a recurrence of similar conditions in 
an aggravated form during the busy season. 

Moreover, it is our deliberate opinion that we cannot afford to allow the rupee to 
appreciate much above Is. 6 d. sterling during the coming winter, and if this is 
accepted the importance of an announcement immediately regarding the upper limit 
for exchange is obvious. Both in Calcutta and Bombay the trade is in an extreme 
state of tension and expectant of a Government announcement, in the absence of 
which gambling in exchange will continue on a large scale to the serious detriment 
■of genuine trade interests. 

Further, we regard with extreme concern the prospects of borrowing by 
Government unless action is taken now to restore confidence. We are convinced that 
unless there is some very big change in the conditions reacting on the Indian monetary 
situation, the issue of a rupee loan in India, of any appreciable amount, in the s umm er 
of 1925, will be an impossibility. 

We reduced our demand from 20 crores to 15 crores in 1924 ; eventually we got 
only 13 crores and were lucky to get that. We cannot curtail very materially our 
capital programme even if we wished to do so, and we should regard as contrary to 
the true interests of India any considerable curtailment. We should be driven to 
Taise a sterling loan in order to continue our capital programme. The size of the 
Indian sterling debt is, in, our view, already sufficiently heavy for the present. In a 
period of bad monsoons external borrowing will be inevitable, and Turban credit 
abroad, if we can avoid it, ought not to be called upon to bear the strain of the issue 
of an external loan at a time of good monsoons when there is no difficulty in remit ting 
money abroad, and the need for borrowing abroad only arises because the capital 
cannot be raised in India. Moreover, external borrowing at a time when there is 
uncertainty as to the future of the rupee, involves an exchange risk and becomes very 
speculative. We would remind you that in 1926 we have a maturity of 38 crores to 
deal with, and it is unthinkable that by postponing a decision in regard to exchange 
we should run the risk of not being able to renew a large proportion of these bonds 
in India. 

The announcement which you suggest is, we consider, quite insufficient in - itself 
to have any reassuring effect, as it will amount only to a reiteration of the declaration 
we have already made, that there will be no hesitation on the part of Government to 
take further powers in a matter of sterling investments in the Paper Currency Reserve. 
Something of greater importance is expected by the market, and we consider it better 
to make no announcement at all if we have nothing better to announce. Such an 
announcement would at once stimulate the demand, for the moment quiescent, for 
action on the lines of Purshotamdas’ Bill, and would result in increasing opposition to 
our Bill when it is introduced. 
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We propose that as soon as announcement of our maximum rate is made. Council 
sales should be discontinued for the present, and all sterling purchases effected 
through the Imperial Bank at the rate of Is. Q^d. only. 

6. Telegram from Secretary of State to Viceroy , Finance Department, 

dated 19 th November 1924. 

Exchange. Your telegram of 4th November. It will have been realised that the 
decisions in my predecessor’s telegram dated 15th October were not reached without 
full consideration of this important question in all its bearings, but matter has again 
received most careful attention in view of your further telegram. 

The announcement of any maximum upward limit to exchange is likely to be 
regarded as the first step in the direction of eventual fixation, and arbitrary point 
selected would have to be justified, which it would be difficult to do with convincing 
effect in existing uncertainties. Having once accepted a new responsibility as regards 
upward point, G-overament could scarcely avoid, for long, complementary and more 
dangerous responsibility of fixing a lower limit and supporting that limit, in event of 
any material weakness developing, with full extent of its resources. Whatever later 
reaction world price movements may have on exchange, we cannot leave out of 
account possibility of some decline from existing level of exchange, especially in view 
of recent rapid rise in sterling-dollar exchange, which has already, presumably, had 
some influence in checking rise of rupee -sterling exchange. This tendency may 
manifest itself further unless counteracted by other forces if, in accordance with 
feeling in well-informed quarters {vide city notes in Times of 7th November), the 
pound moves at no very distant date to parity. If capacity of Government to handle 
exchange problem effectively at proper time is not to be compromised, it is necessary, 
in my judgment, to avoid commitments which may prove embarrassing subsequently 
and to retain freedom of action until greater stability in international factors has been 
achieved and time is favourable for taking tip question of the permanent fixation of 
rupee exchange. 

I agree with you that, as matters stand at the moment, our efforts should be 
directed towards averting material rise in exchange above Is. 6d., and I am quite 
prepared, in the event of exchange showing a marked tendency to break away in 
upward direction above that point, that we should conduct remittance operations on 
scale which would hold tendency in check. We should have to consider as season 
develops, in light of trade and market conditions, how far it is desirable to persist in 
•such a policy if it threatens to lead to an undesirable degree of expansion. There 
seems no reason to think that market position will be impaired as regards future 
borrowings if cash balances of Imperial Bank are adequately replenished so that 
market conditions conform to normal monetary 4 trend and remittance operations are 
conducted on lines stated above. Prospect as regards future borrowings rests much 
more on actual monetary conditions than on announcement of present policy, which 
may or may not be modified. I share your view that the restriction of the growth of 
India’s sterling debt, so far as may be, is desirable, but it is to be remembered that 
the opportunity of raising the exceptionally large loans obtained in India during the 
time of war and afterwards arose out of special circumstances, including the heavy 
currency expansion between 1917 and 1920, the influence of which continued 
subsequently, especially during the period of severe trade depression, despite the 
.actual contraction of currency which took place after 1920. 

As main objections to your proposals, recapitulated briefly above, remain, I have 
decided, after fullest consideration, to adhere to decisions communicated in my 
predecessor’s telegram dated 15th October. It is not necessary for me, in the 
circumstances, to examine in detail the suggestion in final paragraph of your 
telegram, which seems to imply that Government should so act as to stimulate rise 
in exchange to Is. 6 ^d. I see objection to the adoption of any such rigid standard. 
It seems preferable to work on lines now in force, which make it clear that Government 
have no preconceived aim in the matter of exchange apart from desire to avoid 
excessive and rapid fluctuations. I do not understand why any ' announcement 
regarding the matter should be expected by markets, but feeling would doubtless 
disappear when it is clear that no such announcement is forthcoming and public are 
left to place their own interpretation on Government’s attitude. You could make it 
known, of course, that attitude of Government is, broadly speaking, the same as that 
which has prevailed during past year, and that it is still important to avoid any 
positive commitments until, at any rate, gold and sterling are synonymous again 
.and there is assured prospect of maintaining parity. 
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7. Telegram from Secretary of Stale to Viceroy, Finance Department, dated 

24 th September 1925. 

Exchange. I gather that your definite view is that exchange should not 
throughout this busy season be allowed to rise above gold import point on Is. 6 d. 
basis. While final developments of monsoon may affect extent of demand for 
rupees, there is still possibility of persistence of tendency for exchange to rise, 
which could be kept down only by what would amount to unlimited remittance at 
fixed point, and figure of £14, 000, COO mentioned previously is to be regarded, 
presumably, as provisional only. If demand for rupees were to continue for a 
prolonged period on extensive scale there might be some risk of excessive expansion 
if upward limit of exchange were pegged as suggested. I cannot commit myself, 
therefore, in present circumstances, to view that exchange should in no circumstances 
be permitted to rise this winter to, say, above Is. 6-^ <2. or Is. 6-^d., though I am 
prepared to accept this figure provisionally as governing for the time being our 
remittance policy. Moreover, I feel strongly that it would not be right to present 
Currency Commission with a fait accompli at the very moment when they are 
commencing operations. I therefore suggest, if market conditions point that way, 
rate for remittances might be allowed to move shortly to Is. 6 -fed. This figure is 
sufficiently near Is. 6 d. gold import point, and would not indicate any change of 
policy. 

With regard to your recommendations for the financing of remittances, the 
present easy money conditions indicated by low bank rate suggest that we should not 
resort to expansion of currency so soon. I therefore think that there would be 
distinct advantages . in following the original idea suggested by you. Recent 
uncertain developments of monsoon also point to the undesirability of premature 
expansion. I would therefore be glad if you would reconsider Ways and Means 
advance or Treasury Bills to be combined with note issue expansion as season 
progresses and money conditions harden. 

As regards Home Treasury position, existing balances will probably suffice till 
towards end of January, on the assumption that they will not be further strengthened 
by remittances. 

8. Telegram from Viceroy, Finance Department, dated 9 th October 1925. 

With reference to your telegram dated 24th September, Exchange, we note that 
you accept provision as governing our remittance policy for the time being, that 
exchange should not be allowed to rise above gold import point on basis of Is. 6 d., 
and it is not our wish to anticipate policy which should be pursued in the busy season 
later. W 7 e do deprecate, however,, proposal to allow exchange to move to Is. Q-g^d. 
This figure is somewhat above the actual gold point, and we are convinced that our 
action would be misunderstood by market and would be regarded as a change of 
policy, and the effect almost certainly would be an avalanche of sterling sales in 
anticipation. Since our last telegram position has altered somewhat. Recently we 
have not had to purchase large amounts of sterling, and we anticipate that our 
balance at the bank on 16th instant will be Rs. 8 crores, less the rupee cost of any 
further sterling purchases. Moreover, we expect the demand for money will begin 
earlier than usual owing mainly to the early season for cotton, and bank rats has 
already been raised to 5 per cent. We think it likely that we may be able to- 
postpone till the end of October any expansion of currency. It will, therefore, not 
be likely that expansion of currency will coincide with very easy money conditions. 
It is possible at the same time that it may be convenient to combine policy proposed 
by us with Ways and Means advances from the bank later on. We will bear this 
possibility in mind and watch situation. 

9. Telegram from Secretary of State to Viceroy, Finance Department, 

dated 19 th March 1926. 

Pronounced weakening of exchange recently makes it desirable that we should be- 
prepared for possibility that exchange may decline to lower gold point as determined 
on basis of 18<3. gold rupee, which may presumably be taken at Is. 5§fcL telegraphic' 
in present conditions. 

2. Recent policy of holding upper limit of exchange at Is. 6-^<i. was directed 
towards the establishment of an equilibrium between external and internal prices,, 
which would facilitate stabilisation of rupee at Is. 6 d. gold. I recognise inconvenience- 
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of Government having to intervene actively to maintain the lower limit of exchange 
at a time when the Currency Commission is sitting, hut when Government decided to 
peg upper limit of exchange the inconvenience of positive control was accepted 
definitely. Result has been an expansion of currency which it may be necessary to 
draw off if exchange relapses to lower gold point by sale of reverses. You will agree 
that this should, if possible, be avoided as the sale of reverses would be open to 
much public misunderstanding and misrepresentation. I suggest, therefore, for 
consideration, whether before this stage is reached some contraction of note issue 
should not, with a view to stiffening market in India, be effected forthwith against 
re-transfer to Treasury of part of sterling securities earmarked this winter to currency 
reserve. I shall be glad to receive at an early date an appreciation of exchange 
prospects and your recommendations on above matters. 


APPENDIX 99. 

Letter from Messrs. Thomas Duff & Co., Ltd., Calcutta, to the Joint 
Secretaries to the Royal Commission on Indian Currency and 
Finance, dated the 5th January 1926. 

We are in receipt of letter No. 697, dated 30th ^ultimo, and in reply to same 
detail below the figures of increases granted since the' year 1913 to the wages of our 
workers, together with the months and years in which successive increases were 
granted : — 

Per cent, of increase. Month. Year. 

10 per cent. - - May 

10 per cent. - - September 

20 per cent. - - January 

10 per cent. - - October 

A “ Khoraki ” payment has also been made for some years and this special ' 
remuneration was sanctioned to make up, to some extent, for jute mills having to 
resort to a working week of four days only. This “ Khoraki ” payment automatically 
•ceases when the mills are in a position to increase output. 

The details of “ Khoraki ” paid and the dates when started are as under : — 


April 1919. April 1921. 

Annas. Annas. 

Shifters 3 4 

Workers drawing less than 10 annas per day 4 6 

Workers drawing more than 10 annas but less 

than Re. 1 per day 6 8 

Workers drawing more than Re. 1 per day 8 10 


1918. 


JL»IO. 

193 9 20 per cent, above pre-war. 

1920 ^ 


12520 P 519 554/869 1125 7.26 [I.O.P.] 
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